T he book aims first at giving 
a straightforward account of 
the traditional organisation and 
government of industry, and 
secondly at discussing sym¬ 
pathetically, hut critically, a 
number of proposals and experi¬ 
ments designed to set that 
organisation and government on 
a more democratic basis. After 
a brief historical introduction, 
the dominant features of large 
scale industry, with its develop¬ 
ments of the joint-stock com¬ 
pany and the combine, are 
passed in review : attention is 
drawn to its complex ndations 
with the worlds of conimeree 
and of finance : and an atUunpt 
is made to sum up the strong and 
weak points of the so-called 
“ Capitalist System.” In the 
second half of the volume various 
alternative methods of industrial 
government—('.onsuniers’ Co¬ 

operation, Collectivism, Com¬ 
munism, Syndicalism, Guild 
Socialism—are dissected and 
discussed ; and the hook ends 
with an enquiry into the mean¬ 
ing, merits and limitations of 
the policy of ‘‘joint control” 
of industry by employers and 
work-people. 
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INTRODUCTION’ TO THE SERIES 

By the General Editor 

Shortly after the war of ror4-i8 there scemctf to be 
a place for a Senes of introductory Economic Hand¬ 
books “ uitended to convey to the ordinary reader and 
to the uninitiated student some conception of the general 
principles of thought which economists now .ijiply to 
economic problems ”, 

This Series was planned by the late Lord Keynes uiuier 
the title Cambridge Economic Handbooks, and he wrote 
for it a general Editori.d IntrcKluction of which the 
words quoted above formed part In 1936 Lord Keynes 
handed over the editorship of the Series to Mr. D. H 
Robertson, who held it until he became Professor of 
Economics in the University of London * 

The judgment of its originators has been justified by 
the wide welcome given to the Series Apart from its 
circulation in the Bntish Empire, it has been published 
from the start in the United States of America while 
translations of the jiniioipal volumes have so far ajipeared 
in (lerman, Spanish, Italian, Swedish, Japanese, Polish 
and Lithuanian. 

It is symptomatic of the changes which have been 
taking place in recent times in the develojiinent of 
economic science, changes associated m a high degree 
with the work and influence of Lord Keynes himself, 
that within the bnef space of fifteen years the text of 
part of the Editorial Introduction should have stood m 
need of revision In its original version the last iiaragrajih 
of the Introduction to the Series ran as follows 

* Professor Robertson now holds tb« Chair of Pohucal Econoniy in 
the UojvcrsitN' of C'ambndffa 
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" Even on matters of principle there is not yet a 
complete unanimity of opinion amongst professors. 
Generally speaking, the writers of these volumes believe 
themselves to be orthodox members of the Cam¬ 
bridge School of Economics. At any rate, most of 
their ideas about the subject, and even their prejudices, 
are traceable to the contact they have enjoyed with 
the writings and lectures of the two economists who 
have chiefly influenced Cambridge thought for the 
past fifty years, Dr. Marshall and Professor Pigou.” 

When the Editorship of the Series was transferred to 
Mr. D. H. Robertson, Lord Keynes consented to the 
retention of his general Introduction, but subsequently 
re-wrote the concluding paragraph in the following 
form; 

" Even on matters of principle there is not yet a 
complete unanimity of opinion amongst professional 
students of the subject. Immediately after the war 
daily economic events were of such a startling character 
as to divert attention from tlicoretical complexities. 
But tmday, economic science has recovered its wind. 
Traditional treatments and traditional solutions are 
being questioned, improved, and revised. In the end 
this activity of research should clear up controversy. 
But for the moment controversy and doubt are 
increased. The writers of this series must apologize to 
the general reader and to the beginner if many parts 
of their subject have not yet reached to a degree of 
certainty and lucidity which would make them easy 
and straightforward reading.” 

Still more recent events have produced a world so 
far removed from that which existed when the foregoing 
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words were written, that it has fallen to the lot of the 
present Editor to provide a new Introduction. 

1 his is {)erhaps a good vantage [xiint from which to 
survey very briefly some of the principal trends in the 
evolution of economic thought in tlu.s country during 
the past thirty year< Prior to 1014 economic theory 
here was largely dominated bv Allied Marshall , and 
economrsts, following him, thought in terms of the long 
period tendencies of the different sections of the economic 
system towards positions of e(]uilil)rium, even though 
ever-present dynamic far tors wcie ])er])etually modifying 
the e.xistmg structure and jirr-M-nting new and equally 
distant, if equally unattainable, goals as stimuli to change 
and adaptation. Moreoser, m the Marshallian system, 
those tendencies resulted from the working of irersistent 
underlying forces which were conceived of as largely 
competitive in character The increasing trend towards 
monopoly was certainly aflccting thought, but not so 
much in the realm of the theory of value, as in the 
emphasis which came to be laid on possible discrepancies 
between the private interest ami the social interest 
Under the influence of Profc'-soi Pigoii a Welfare Econo¬ 
mics was developing .side by side with, and out of, the 
Value Economics of the older generation 

After 1918 the long-drawn-out agony of the depressed 
areas, the weakening of the position of this country in 
international trade, and the tremendous intensity of the 
economic crisis of 1930-32 (to mention but a few out of 
the many contributing causes) combined, on the one hand, 
to focus attention on problems of the short period and, 
on the other hand, to throw doubt on the extent to which 
the self-adjusting, seemingly automatic mechanism, 
which on the whole had ojieratcd so effectively during 
the nineteenth century, was capable of coping with the 
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deep-seated maladjustments and disharmonies which 
characterized the post-war world. At the same time 
value theory itself was profoundly influenced by the 
emergence of a number of writers who approached value 
problems from the view-point of monopoly, and empha¬ 
sized the unrealistic nature of an analysis which was 
based on the assumptions of perfect competition and a 
perfect market Most of all, however, economic thought 
was dominated by the desire to find a solution for the 
problem of how to maintain the level of effective demand 
so as to avoid the recurrence of phases of deep depression 
and widespread uncmjiloyment 1 here was a growing 
feeling of impatience with the economics of the long period 
" in which we are all dead,” and a great perhaps even 
excessive, concentration on the short jieriod in which we 
live and move and have our being. 

The result wa.s a remarkable ferment of ideas, the 
challenging of ancient orthodoxies, and ” for the moment 
controversy and doubt [were) increased ” This ferment 
had by no means subsided when the second war wth 
(iermany broke out in Seiiteniber ip30, bringing in its 
train a degree of State iiiterfereiice vMth the normal 
peace-time working of the economic system far exceed¬ 
ing that reached even in the last years of the war of 

In so far as it is po^slhle to foresee future trends, they 
would Miein to he in a much greater me.isure of conscious 
public control over ni.uiy aspect', of economic activity 
than li.ii exi'.led m the [M^t It will no doubt still remain 
true, to (juote Loid Keuies's Intioduction again, that 

" The Theory of Economics does not furnish a body 

of settled conclusions immediately applicable to policy. 

It is a method rather than a dot trme, an apparatus of 



INTRODUCTION lO lliE SERIES IX 

the mind, a technique of thinkini;, which helps its 
possessor to draw correct conclusions.” 


Nevertheless, economists may w’oll find themselves to 
a greater degree than hitherto called u[X)n to express 
their views on m.itters of economic jxriicv, and—lor a 
time at least- the writers ot liitiire volumes of the 
Cambridge Keononnc Harullxxiks mav be concerned 
rather with specific problems thaai with the more general 
aspects of economic theory. 

C. W. O. • 


Cambridge. 
July, 19^6. 
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CHAPTER VII 


A SURVEY OF CAPITALISM 

" ’Tia so,” said the Duchess; “ and the moral of it is ‘ Oh! 
’tis love, ’tis love, that mak^s the world go round 1 ’ ” 

“ Somebody said,” whispered Alice, “ that it’s done by 
everybody minding their own business! ” 

“ Ah, well! It means much the same thing,” said the 
Duchess. 

Alice's AdveTiiuret in Wonderland. 

§ 1. The Un-co-ordiiialcd Nature of Capitalism. All the 
developments of business organization which have been 
discussed in the last five chapters, with the possible 
exception of some of the types labelled Co-operation 
(pp. 55, 82), fall within the boundaries of what may be 
somewhat vaguely described as Private Enterprise or 
Capitalism. We may therefore conveniently pause at 
this point, and attempt to discover and to express what 
exactly it is that constitutes the unity in all this diversity 
of industrial structure—what are the essential features 
of this thing called Oapitahsm : for by so doing we shall 
be in a better position both to understand the motives 
of the attempts and.proposals which have been made to 
supplement or supplant it by some other '■cheme of 
industrial government, and to appraise the difficulties 
which lie in the way. 

In the first place, then, we must remind ourselves once 
84 
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more of the central fact about the governnieut of modern 
industry—that strictly speaking there is no such thing. 
“ The normal economic sj-stem works itself. For its 
current operation it is under no central control, it needs 
no central survey. Over the whole range of human 
activity and human need, supply is adjusted to demand, 
and production to consumption, by a process that is 
automatic, elastic and responsive. . . . This intricate 
system has been built and is maintained by the work of 
thousands of men, of keen but limited vision, each 
working within his own sjiecial S]ihcre, each normally 
seeing and knowing only his own and the iinmediat<‘ly 
adjacent territory. . . . fsiuoe the ruile shock of war 
broke this machine the world has been looking for the 
supermen who made it and controlled it, for those who 
understood it both in its basic principles and its infinite 
detail, and could therefore re-fashion and rc-model it to 
the new conditions. It has not found them They do 
not exist.” ‘ 

Here and there, it is true, wo h<i\e found iKbinds of 
conscious power in this ocean of uncoiucious co-oper.i- 
tion, hke lump.s of butter coagulating in a p.iil of butter¬ 
milk. The factory system itself, while it involves 
endless specialization of the work of onlinary men, 
involves also dchberate co-ordimition of tlieir iliverse 
activities by the capitabst employer; and the head of a 
single big business to-day exercises a width and intensity 
of industrial rule which a Tudor monarch might have 
sighed for in vain. Further, as we have seen, combina¬ 
tion, the integration of raw materials and m.arketing 
processes, the financial penetration of industry, all in 
* J. A. s»lt«r, AUt(d Shipping Conirul, pp ll>-17 
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their way and their degree increase the number and size 
of the patches of ground which are brought within the 
vision and to some extent within the control of a single 
intelligence. But even these patches are still small and 
scattered in comparison with the whole field of economic 
life. In the mam the co-ordination of the eSorts of the 
isolated bu.sine.s.s leaders i.s left to the play of impalpable 
forces—-news and knowledge and habit and faith, and 
tho.se twin clerneatals, the Laws of Supply and Demand. 

This way of doing things ha.s many advantages. “ It 
is the distinctive feature and signal merit of that system 
that under it the multitudinous economic activities of 
the world are, so to speak, democratized. They govern 
themselves with all the liberty and elasticity and 
variety of freedom ” ‘ A magnificent scope is oflered 
to mdividual judgment and initiative and courage. 
Vi'sted interests are hurled aside out of the path of 
economic progress. Within the wide limits allowed by 
the Liw, and the stricter hounds set by social opportunity, 
each man is at liberty to spend both his life and his 
income as he chooses. Even m bad times the vast 
majority of the jirodiictivt' resources of society, both 
huiiiaii and mateiial, are being utilized, and the faith in 
which they have lieen launched into various channels of 
ende.ivour is found to li.ive been not mis])laced. .'Viid 
on the whole the want.s of consumers, so far as tlu'se 
wants can be cxjire.ssi'd m the idler of a money price, are 
punctually and f.urly abundantly supplied. When we 
retlect on the apparimt. chaos of the whole proceeding, 
the wonder surelv is, .i.s Dr Johnson hinted m comparing 
the woman who wnte.s books with the dog which stands 

' .1 Sailor, AHi d .s/o/'/aiy I'vnlnd, pp It’v, 17 
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on its hind legs, not that the thing should not he done 
better, but that it should he done at alt 

Yet It IS no longer possible, if e\t'r it \\as, to pret'ond 
that the results are whollv satisfactorv Wants whieh 
cannot clothe themselves in inonev are left undetected 
and unsatisfied, ami the luxurious fancies of tlie neb 
exert a stronger juill on tlie productive resources of the 
community than the stark needs of the poor The maw 
of Marketing, \uth its haiidmauh'u Ad\’eitisement, 
absorbs a proportion of those resources «liich may 
indeed be necessiarv to the eih eti\c‘ working of the whohi 
arrangement, Imt winch could se.ircelv strike an un¬ 
prejudiced obsi'rver as an\thing but wasteful and 
excessive. Worst of all, there occurs at f.iiih' close and 
regular intervals a ]i,utial breakdown of the whole 
machinerv of spontaneous eo ordination , Urge masm's 
of industrial eijiiipment .ue left stranded and unuseil, 
and large numbers of workpeojih' who seek only the 
opporiuuitv to siipplv one another s wants find them- 
seKi's at one and the same tune in enforced idleness and 
in latter need 

'Fhe eh.ois. ji.irtlv ajipareut and jiartlv real, of e.ijnt.al- 
istic imiustiv suggests manv retlectioiis, of which two 
mav be singled out for our present purpose, the Olie 
be.iring a message of hopi', the other of warning, to the 
would be reformer The first is that amid all the welter 
of disconnected industrial entities it would be strange 
if there were not room for further diversity and (*xi)eri- 
ment To sjieak of ‘'abolishing tli*' pre.senl industrial 
evsts'in ' inav darken counsel, since strictly speaking 
there IS no svsteiii to be abolisliei] .Modem industry is 
in a sense the most (jatbohe of Churches, where, providcil 
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he observcfl the ordinary decencies of hfe, each may 
worship as he pleases without fear of prosecution for 
heresy ; and, as we shall see later on, a number of 
experimental forms of industrial enterprise can and do 
try their luck side by side with the survivors of the 
handicraft and mcrchanting systems, with the small 
employer and the giant company. From the fact that 
sudden and sweeping change has failed in some countries 
and does not seem to be within the range of practical 
politics in others, it does not necessarily follow that the 
last word in industrial government has been said by the 
financier or the Trust. 

But secondly, if there is no system to be abolished 
there is also no tliione to be captured. To transfer power 
from those vho have it to tho.se who have not may be a 
wise or unwise jiroceeding, but it is at any rate a definite 
and measurable programme which can be accomplished 
if the Htrengt:h of the. attacking force is great enough. 
But the task of the reformer of industry is not so simjile 
as that. That great concentrations of industrial power 
do exist the foregoing chapters have abuiulantly shown ; 
and that this power should and could be more equally 
shared is a very tenable proposition. But if we could 
redistribute in the best po.s.sible wav all the power over 
industry that exists at premmt, the race of men that we 
should create would still he a feeble folk, doing inade- 
ipiate hatah' against uncontrolled and largelv un¬ 
comprehended forces. The control of industry, in the 
fullest sense of the words, requires not so much to be 
wrested from a band of supennen who are keeping it m 
some secret cupboard, as to be painfully built up out of 
the clay of man’s ever-changing techrucal achievement, 
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and fixed out of tlie troubled utiuo'-phert* of lu-^ tuiuultu- 
ous needs and desires. And it behuses the reformer to 
beware lest in jnirsuing this ditlicult goal he overlook 
the achievements and imiiair prem.iturelv the operation 
of that delicate meehamsm of price and profit, faith and 
expectation, ^^!uch is at prc'seiit our onlv substitute - 
imperfect makeshift though it lie foi the routine orders 
and operation ordtus of siimde all directing intidligence. 

§ if Thu Asiocintiw oj i'untrnl utth RiA 'I’lie next^ 
leading eharaeteristie of Capit.dism can be ]tut pro¬ 
visionally in tlie form of the proposition that vhere the 
risk lies, there tlie control hes ,il-o a propositaoii so 
important that it ni.iv.ilmost |>< (le--erihed ,is (’.ipitalism's 
(oildeti Uule The a'siniipt'oils Underhill^ the .irraiiite 
ment seem to he tvo, and though t!ie\ lie 1 loseb' related 
If is important in some con nee t ion-'to kee|itheni si>p,ir,ite. 
Tlie first IS that tlie pov,er of m.ikuie li'visions will lie 
most W Iselv exereised if It rests m the halidssd those w ho 
stand to lose most he.i\ il\ if t he (le( ision turns out badiv 
The second, w hi( li follows ps\, hologu dl\ from the lust, 
|s that the risks of indiistp, will be most hr.uelv shoiil- 
dereii if t lio-e lio slniuldiT them iF' not olihijeii to hand 
o\er to otliers the powt-r of making d' visions ,diout the 
use of the resources whu h tin-v put to the har.ard 

It IS often s.kid that the m.uu motive .etiiating the 
motlern business leaih-r is tin- hopie of profit , hut, iti so 
f.tr as this is a correct reaiimg of his heart we miist 
Couple with the hope of profit its obverse the fear of 
loss ]5v trading loss(.,s culminating in extreme cases 
in complet/e failure and baiikrujitcv, societv exacts a 
ruthlcHH [lenalfv from those who waste the jirodiiotive 
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resources entrusted to their care, or use them in ways 
which fail to respond to the imperious caprices of money 
demand. It seems hkely on the face of it, first that those 
who play with such stakes will actually make better 
decisions than those who do not; and secondly, that in 
any case they will think that they will do so, and will 
therefore not allow much decision-making power to pass 
out of their own hands without dechning, to the great 
injury of mankind, to put the stakes on the table. 

It is true that a number pf real or apparent qualifica¬ 
tions of these principles must be admitted. In the first 
place it is, as we have seen, the ordinary shareholders 
of a joint-stock company who bear its main risks, both 
of temporary ill-fortune and of permanent failure; for 
though the machinery of the Stock Exchange enables 
them to get rid of their holdings, the price which they 
will receive depends on the dividends and prospects of 
the company, and may vanish to nothing at all. Yet 
these shareholders delegate their decision-making power 
almost completely to paid officials. We must not 
minimise the importance of this remarkable development, 
which is full of promise for social progress : but at the 
same time we must bo careful not to interpret it too 
hastily. Often, as we have seen, the severance between 
predominance in the ownership of a company and 
direction of its policy is apparent rather than real: and 
oven when this is not so, the bulk of shareholders fre- 
quSutly derive confidence in delegating their powers 
from a well-founded presumption that the directors 
themselves have a substantial financial interest in the 
company’s welfare. The golden ndc is infringed indeed, 
but not BO seriously as at first sight appears. And so far 
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as it w iniringed, its infraction brings social loss; for 
the sense of trusteeship is apt to make directors chary 
of increasing the risks borne by their shareholders, and 
to lead them to pursue a policy less enterprising than the 
interests of society demand (p. G8). 

Secondly, a survey of the economic world reveals 
various classes of persons who appear to assume part of 
the risks of industry without arrogating to thcniBelvea 
any share in its control. Hut here again we must be 
careful. In the first jiltice these specialized risk-takcre— 
the insurance company, for example, or the sjieculative 
dealer in cotton or in foreign currencies - make their 
living partly indeed by bcarnuj risks, hut [lartly also by 
the less nerve-racking ]>rocess of merely setting them 
against one another and rfestrm/iii'; them. S<>condIy, 
even these specialists, while standing a]mrl from the main 
council-hall of industry, take the deoiHions which arc 
relevant to the, risks which they as'^ume ; the expert 
speculator is loss likely than anyone in the world to hand 
over his mind to be made uj) for )iim by someone else. 
Thirdly, the risks which can be tlni.H devolved on to 
specialists are limited in range ami numlaT. The main 
risks of busincs.s arise from tin* falliiidily of the human 
judgment grapjiling with elusive and complicated data ; 
and from most of these risks no busme.ss leader can 
escape without partial abdication of his leadershij). 
Such risks may, as wc have seen, be bandied about and 
rationed out in various ways among the diverse kinds of 
maker and dealer and financier : but whoever assumes 
them assumes wdth them functions of government over 
a slice of the industrial world. Thus from this test the 
golden rule emerges substantially unscathed. 
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But finally, there are many persons—more persons 
than not—who incur risks of an important kind without 
acquiring any share in industrial government. The 
whole body of manual workers launch not indeed their 
material capital, but the strength of their arms and the 
skill of their hands in ventures over the issue of 
which they have no control. It is true that the workman 
is paid, and paid promptly, a relatively steady wage 
while the capitalist takes his chance of a fluctuating 
and possibly even of a negative profit. But wage move¬ 
ments in both directions are more rapid and extensive 
than they used to be, and behind there lies the far 
graver risk that no wages will be paid at aU because no 
work will be required. The business leader who mis¬ 
handles his resources or misjudges his markets is 
penalized not only in his own person, but in the persons 
of those who have enlisted in the battle for livehhood 
beneath his banner. To thousands who have felt the 
rod of unemployment and to millions who live beneath 
its shadow, the statement that the capitalist bears the 
sole risks of industry and naturally therefore wields the 
sole control, comes with a bitter and provocative irony. 

§ 3. The Risks of Workpeople in their Bearing on the 
Control of hxdustrg. Yet here, again, we must analyse 
carefully if we are to attain to serviceable truth. Broadly 
speaking there are three kinds of risk which a workman 
incurs when he throws in his lot with a particular business 
enterprise. There is, first, the risk that the firm will meet 
with bad luck, or be rashly and incompetently managed, 
while its rivals prosper and expand. There is, secondly, 
the risk that the product which it turns out or the process 
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which it exploita will be pemunently superannuated by 
the shiftings of demand or the progress of technique. 
There is, thirdly, the risk that the firm will be caught 
periodically in the trough of a trade depression, from 
which it will emerge indeed in the fullness of time, but 
which will involve a prolonged curUiliiient of its activi¬ 
ties, with trading losses for the capitalist and un¬ 
employment for the workpeopk'. 

Now as regards the first danger the workj)eople in 
reality run comjmratively little risk : for they can 
without much difficulty transfer their s<'rvice« else¬ 
where, while the capital, eiiilH’dtled and crystalhied 
in the business in the form of machinery and trade 
connections, is lucajiahle of disentangleinont. Those 
who can with honour leave the sinking ship are 
ultimately in a stronger position than the r.a])tain who 
must go dowm upon the bridge, and have less claim 
therefore to be entrusted with the manipulation of 
the wheel. 

As regards the second danger, if the workman is not 
highly specialized he stands a good chance of finding 
employment in the rival and victorious industry, or in 
some other, and the case does not differ materiallv from 
that just discussed. If he is highly socialized, he stands 
to lose all he has, tint not through the cajntahst’s fault. 
It will not be bad management that nuns bmi, and the 
best management cannot save him long. The decision 
relevant to the risk which he nms has lieen taken by 
himself or his parents, not by the capitahst, and it may 
be unlucky, just as the capitahst’s may. That society 
ought to help him to choose wisely m the first place, and 
to retrieve an unwise or unfortunate choice later, is 
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doubtless true ; but that is another story. The immedi¬ 
ate point is that no improvement of the methods of 
control can here much affect the issue, and that in 
consequence the risk of being thrown permanently on 
the scrap-heap is not the kind of risk which can be made 
appreciably more palatable by being associated wuth 
control of one’s movements towards the heap. These 
considerations apply alike to cajiital and labour, and so 
far as this risk goes the ijuestion of which should exercise 
control must therefore be decided mainly on other 
grounds than those which underlie the golden rule. 

The third type of risk seems at first to raise precisely 
similar considerations. Trade depression strikes capitalist 
and workman alike with blows whose relative force we 
have no direct ini'ans of measuring, but which certainly 
fall with very great seventy upon the workman. Yet 
the causes of trade depression are so obscure and deep- 
seated that there is at. presmit very little control over 
them for the workman to share, and at first sight little 
grounds (or urging that his intervention in the goveru- 
inent of industry would iiiipro\e matters. 

This, however, is not the whole truth. In some trades 
at least the capitalist has no very eoinjHdling motive to 
minimise instalnhty and tluctuatum. It may be that 
aggregate profits over good times and bad will actually 
be greater than if industry were perfectly steady ; and 
the capitalist has at his fingers’ ends the various devices 
of investment and of manipulation of reserves for 
equalising the flow of his jiersoual income. .\nd even if 
the interest of the whole body of capitalists is on the 
side of stability, an individual capitalist may further his 
own lutere.-^ts ii_\ taking decisions which are injurious to 



05 


A SURVKV OF CAPITALISM 

tho triulo a'' a wholi' If at a tma' of hiuHniuv; frri^hta 
a ship can 111' iii.iiif til n'p.iv it,-, capital Cif-t in three 
month', a n>-\\ .'hip r\>U he nrdereti and ita cmi'tmetmn 
pres.'.ed ahead i \ en d the jtili'eijuent 'lump in the fieieht 
in.irket i' clearlv fnri'i'in and i.' I'sideiitlN hkeh tn h«v 

aj^^raNati'd h\ .... ii( th' new 'hip I'o the 

^vo^klu.in, hiiue \ er th* alt• rii.itleii' n! fe \ i rish ai tis it y 
tind eiifiireed 't.ejn it o'li id lO < rt ,ne and nie m pin vine nt. 
cutne , 1 ',ui innni\i d 1 \ d aiidtiati I' hitli dniiht tliat 
m ihl' m.ltlei 111' il.li 1' 't I 111 .!. .Ill" iiii.n I hi'eU t,. tliaV 
of ,'oeiet_\ a'a w hi'l"' Ihie tti.u i' .i d'ri et iiiiiiii « hu li 
Control ini^ht on tiie tue ..f ■! In a a 1.1'.1 iiior*' a.itm- 
factorilv if the yiiMeii rill. \\i r.- ini.i. 'truth oliM'ised 
And the reii iiid.ii \ ' th . t of 'in !. .i 't m t. r ohuTi a nee, 
in 't<ln.iilat.no 'he iiorkln ili to ,i"iiii... more le.iihh the 
rl'k' of l.'.irmny .i 'j..'. d t.a.I. inipht .d'o (,i' the 
chronic rhort.io.' of 'k lle.i l.ihour in i .'rt.on lir.iin In ti of 
tin* Kneh.'h Inrldine tr.ule miu'l;.''!': turn out to he of 
jiereeptihlc import.iiii .■ 

'I’h.nehi'ii.n of tin- whol'. m.itti r in.ii In thu' 'tated 

Our anal'. .'I' of t ii. w i.i kilii' of t In- yohi. n rule of t '.ipit.d- 
I'lii Miuni"-!' that on., of tin- curr. iit iiiiiti'ni' of that 
in'titution fall' soineiihat isid'. of the 111,irk Thai 
critlCl'IM 1 ' to the elh-e* that ' Ulid.'r tin- e\ih 1 mg 
HV'teiii ” the .'upri-iue e.'iitrol of uni 11 'll ri't ' mil' tin' 
idle olMier,' of C.lplt.ll, lie-te.ld of illth tin' .ntise doiTH 
of siork l)v liai d or hr.iiii If th.it lu re the 1 r.in-fer- 
einte of (.iiiitro! .III.' I'.oie di'.ir.ihle h.Uid' iioiild 1,1- a 
relativell e.i'V t i-k I’lUt iie'ii tli.it l! I'liotio tli.il 
control ■ und.-r tin- eM-.tuie -t. in ' i . a',-oi i.iieil not. 
with mere owier'li.p luit With tin' ii'Mlllipt on of tin- 
rifkb of loij.i . and theie 13 thertfon .'oni.- goiund foi 



96 THE CONTROL OF INDUSTRY 

suspecting that no scheme for the transference of control 
will be watertight unless it makes provision also for the 
transference of risk. On the other hand, we find that 
Capitalism breaks its own golden rule in certain signifi¬ 
cant respects from which the industrial reformer may 
fairly draw some inspiration. First, the phenomenon of 
the joint-stock company shows that at any rate passable 
decisions are actually made by those who do not bear the 
predominant financial risks, and suggests that the spirit 
of trusteeship which here receives a real if limited 
application may be capable of further development. 
Secondly, Capitalism’s own gospel gives some warrant 
for suspecting that Capitalism’s worst malady—recurrent 
trade depression—is intensified by the exclusion of those 
who shoulder some of its ugliest risks from any participa¬ 
tion in the government of industry, 

$ 4. The Social Consequences of Large-Scale Industry. 
'These considerations lead us on to the third character¬ 
istic of Capitalism which requires re-emphasis at this 
point on our journey—the sharpness of the differentia¬ 
tion which it entails between those who own and plan 
and control and those who execute orders. This distinc¬ 
tion, indeed, in the form of the antithesis between 
monarch and subjects, general and troops, slave owner 
and slave, craftsman and journeyman, employer and 
employee, runs right through human history; but 
though it was not created, it has without doubt been 
sharpened and accentuated, by machinery and the 
factory system. 

The vast economic advantages of the division of labour, 
even in its simplest form and still more in its advanced 
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fonn of elaborato standaidiation, have had to be 
purchased at the cost of a certain amount of social and 
spiritual loss. There has, in some trades though not in 
all, been loss to man as consumer from the subetitutiou 
of uniform, ugly and shoddily-made naachine-goods for 
varied and beautiful goods constructed sobdly by hand. 
How far this loss is necessary is another matter : there 
seems on the face of it no reason why machine-made 
goods should not be at least as well constructed and even 
as beautiful as hand-made goods, even if the claims of 
standardisation do not permit of their exhibiting such 
agreeable vanety : and the great movement for solidi¬ 
fying and beautifying the products of masseii industry 
which can be traced back to such eighteenth-century 
leaders as Wedgwood and Boulton, has no hopeless 
task in front of it. More fundamental and more difficult 
to counteract are the reactions of standardiiation on 
man as producer. 

However beautifully and honestly made the final 
products of industry may become, they must inevitably, 
if advantage is to be taken of the immense power of 
modem machinery, involve the co-operation of numerous 
minute and monotonous processes; and this necessity 
applies also to the production of those intermediat* 
goods, such as most iron and steel proilucts, which are 
desired not as a source of enjoyment in themselves, but 
08 a means for producing direct sources of enjoyment. 
Thus the modem developments of industry render it 
necessary, if the standard of comfort that they have 
made possible is to be preserved, that most people should 
spend the greater part of their working lives in the cease- 
1 ^ repetition of some one more or less monotonous and 
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Boul-deatroying job, while at the same time the progress 
of education and democracy renders this necessity ever 
more and more unpalatable. It has been urged that 
there are compensations of various kinds. Thus 
orthodox economists have argued that while machine 
industry may have diminished the need for purely 
technical skill, it has on the whole increased the need 
for general intelligence and adaptability and strength of 
character. Critics of a very difieient school, the poets of 
Russian Bolshevism, have acclaimed the factory as the 
source not of the degradation of the proletariat, but of 
its unity, its inspiration and its power.* But whatever 
truth there may be in these contentions. Capitalism 
cannot be said to have solved the problem thus created. 
The latest and most logical extension of the factory 
system—Scientific Management—aims avowedly at 
taking from the workman the last vestiges of responsi¬ 
bility for and control over his work. Everything is to 
be settled by the stop-watch and the instruction card : 
the distinction between planning and execution, the 
division of labour between the brain user and the muscle 
user, becomes complete. But even where such thorough¬ 
going methods are not in force, the general effect of the 
progress of industrial technique seems to be to accentuate 
the divorce of thought from toil at the very time when 

* Thus A. Owtev (quoted in New Europt, Nov., 1919, p. 113):— 

" When the morning birens sound in the working suburbs, it is not 
at all a call to subjection. It is the song of the future. 

Some time ago wo toiled in wretched workshops and began to work 
in the mornings at various times. 

And now the sirens sound at eight o’clock for a whole million. 

A whole million take up the hammer in one and the same instant. 

Of what sing the sirens T 

It IS the morning hymn of unity.” 
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Buoh a divorce has become, from the broader social aod 
political point of view, most resented and perhaps most 
dangerous. 

There arc other aspects, too, of Capitalism which serve 
to widen the gulf between the giver and receiver of 
orders. The mechanism of the t)’pical joint-stock 
company has certain economic drawbacks which have 
already been discussed ; but it has also the social dis¬ 
advantage that the effective leaders of industry, being 
trustees for their shareholders, are no longer entirely their 
own masters in their deabngs with their workpeople, 
since they are necessarily on their guard against beung 
too generous with other people’s property. The old 
capitabst employer was not always sympathetic or 
popular with hm men : but he was at least a person and 
not an abstraction ; it was at any rate ]>o.ssible that he 
should inspire feelings of |»en»onal loyalty and affection, 
and be frequently did and does so. But it is scarcely 
reasonable to cx^iect, say, a railway worker to fee! any 
intense devotion towards the shareholders of the Creat 
Western Railway, most of whom he, has never seen or 
wishes to see, and whom he rightly supposes to be 
profoundly ignorant of the problems which affect his 
life : and though such feelings may lie in part transferred 
to the directors and managers with whom he has some 
kind of contact, that process is made more difficult by the 
fiduciary position in w'hich they arc placed. Their 
relations with their workpieople arc apt to lie refrigerated 
by something more strong and subtle than mere cupidity 
or lack of sympathy—the sense of professional obligation 
and of an allegiance owed elsewhere. 

Finally, it must be remembered that the backwash 
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towards integration which we have detected in various 
tracts of the industrial ocean has reference only to the 
supreme business leaders. For the manual worker the 
current towards further and further differentiation rages 
almost unchecked : and the fact that somewhere far 
above him functions hitherto divided have been gathered 
up into a single powerful hand only serves to increase 
hie sense of separateness from the forces which govern 
his bfc. The Napoleon of industry or finance is, like the 
shareholder, a remote and impalpable being compared 
with the familiar “ employer ” of earlier times ; and 
though he may succeed in creating something of a 
Napoleonic legend and exercising something of a 
Napoleonic fascination over the minds of his subjects, his 
emergence has increased and emphasized the distasteful 
inequality in the distribution of industrial power. 
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INDUSTRY AND THE CONSUMER 

The shcrptook the money, ;in<l put :t :iu.iy into a Ixix : 
then she said, “ 1 never put tlunp into jp^-opleV liiuuls — 
that would never do—you must get it (or \ourM'lf ” 

Through thi' [Mktmj glau. 

§ 1. The ('omumr'i (Inemnas lUjninsl ('(ipi/alum. 
Armed with thew rt'llectioiiH on the nature o( CapiUlmm, 
Its strength ami its limitations, we may proeeed to an 
examination of the attempts which have l)een made, m 
imagination and in prae.tiee, to modify it, to supplement 
it, or to wi|H‘ it off the face o( the earth. We may 
approach our task by dividing such aUenijits provision- 
ally into two mam clvsses, though we shall find as we 
proceed that the line of division temlK to become blurred. 
In the first main class the motive force is supplied by 
the feeling that though under Cajiitalism the consumer 
IS the ultimate king, to whose service even the most 
Olympian captain of industry must dedie^ate his days, 
yet in one way or another his interests are in danger of 
neglect. In the second mam class the motive force is 
supplied by the considerations which have been 
developed at the end of the preceding rhajder- by grief 
or indignation at the utter exclusion of the ordinary 
worker in capitalist industry from all share in control over 
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the conditions and results of his work. It is with the first 
mam class that this chapter and the next will be concerned. 

Tlie grievances, real or imaginary, of the consumer 
“ under the existing system ” may be tabulated in 
some Rurh form as follows. First, there is the danger 
that he will not always be able to buy what he is 
trying to buy. .Vccordmg to the theory of Capi¬ 
talism he ex[)reRseH his desires to the middleman, 
\\!io tr.uismits them to the manufacturer and sees that 
they are satisfied. But in this process at its best there 
IS room for diday and misapprehension. Further, both 
maker and deahw have a strong interest m selling what 
they have got, and in continuing to make and stock 
wliat they liave made up their minds to make and stock. 
From every lioardmg and newspaper and tube train 
carriage they explain vociferously to the consumer what 
he wants, until he almost -but not quite—comes to 
lielieve that It is true. Finally, it is not given to everyone 
to detect at sight, or at any rate to be able to prove, 
the (litTereiice lietween home-grown and imported beef, 
between milk of the plain and watered varieties, between 
the ])ill wliieli IS 100 per cent sugar and that which is 
r('ally as efUe.icious as a small-tooth comb. On the whole 
the forces of competition and publicity prevent such 
grievances nowadays from roaehmg scrinuB dimensions; 
luit they exist, 

S<'condly, the average consumer is jirone to suspect 
that the puces of the goods which he buys are un- 
iii'ci'ssanly loaded with jiavnii'ut.s for the services of 
superfluous mi(hllemen In this he mav be judging 
hastily, but we have already indicated a limited sym¬ 
pathy with his attitude. 
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Thirdly, the consumer may .sll^poct that the supply of 
certain goods which he buys is being curtailed and their 
price raised by the monopolistic action of producers or 
dealers. Enough ha.s been Siud in the prevnous chapti'rs 
of the concentration of industrial power, of the combine 
and the selling agency, to indicate that his suspicion may 
often be well founded ; and it is important to be clear 
exactly wherein his grievance consists It is not that he 
18 being forced to pay a Inglier jirice for the goods 
that he buvs than thev are \\oith to him; for 
he is free to take them or leace them as he chooses. 
It IS that the monopolist liiuls it to Ins advan¬ 
tage to hell a smaller quantity of goods at a higher 
price rather than a larger (|u,intity at a low it, ami 
rc.stricts therefore tlm How of goods tielow what it 
would be if eomp»‘titive conditions ]ircvailed, dmumsb- 
ing thendiv the aggregate enjoyment o[ the ronsuming 
public. 

The fourth grievance affecta the eon^mier imt of to¬ 
day, but of to-morrow and the day ait' r It i.s possil)!? 
that solf-interesT is leading pnv.ite c.apit.alistR to make 
rt'ckle.ss exploitation "1 cTtain matur.d resources- 
animal stocks or minerals or forest tO'es to the great 
advantage of the pre.sent army of eonsumers, Imt to the 
prejudice of tlie intere.st.s of future generations, or even 
of existing generations in future years In hw individual 
capacity the present eonsumer is not likely to complain ; 
hut a.s a thoughtful citizen he may make the grievance 
of the future hm own, or at lea.st acquiesce in such 
action by others 

The fifth grievance is of a inoie far-reaching and 
aubversive kind Capitalism only bows down to the 



104 THE CONTROL OF INDUSTRY 

consumer so far as his wants are interpreted to it in 
terms of a money offer. But they may be incapable of 
being thus interpreted, for either of two reasons. He 
may be unaware that he wants something, such as 
education for his children, and therefore never dream of 
offering a money price for it. In this case his grievance 
is unconscious, but, according to some views, none the 
less real; moreover, as in the instance given, his failure 
to realize his own wants may give rise to a grievance on 
the part of other people. Or, more simply still, he may 
want something very badly, such as bread, and be 
unable to offer a money price for it because he has not 
enough money. 

Now some of these grievances are partially redressed 
by the use of the negative or inhibitory powers of the 
State (p. 3) - the first by legislation against adultera¬ 
tion and fraud, the fourth by restrictions on the cutting 
of timber, the slaughter of fish and game, etc., the third 
by a great variety of devices which will call for brief 
comment at a later stage. But the detailed study of 
such negative control lie.s outside the limits which wo 
have imposed on our siil)iect, and we must pass on to 
more thoroughgoing schemes for removing the con¬ 
sumer’s disabilities. These all embody, in one form or 
another, the ambitious notion of undoing the great 
division of function vhich first took place when Eve 
picked the apple and .Adam ate it, and reintegrating the 
consumer with the producer; not, however, by a return 
to the pnurious self-sufficiency of the household system 
(p. 8), but by handing over the reins of industrial 
government to the appointed repre.sontati\es of the 
consuming public. 
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§ 2. The Methods of Vonsumers' Co-operation. Within 
this imposing edifice we must eater in succession three 
rooms, each conveniently labelled with the consumer’s 
own initial—Co-operation, Collectivism and Communism. 
Co-operation entails the voluntary banding together of 
consumers to acquire and manage some business on their 
own behalf. Collectivism entails the ownership and 
management of a business by those compulsory associa¬ 
tions called States or their subdivisions, retaining the 
capitalist erpedients of price and market. Communism 
entails the management of a business by the same 
methods as Collectivism, but without the e.vaction of 
full payment for the servuvs rendered, and without 
regard therefore to the economic ealeiiliiH of gam and 
loss. Roughly speaking, the attention of (^»-o])erHtion 
is focussed on the coiiHumers’ first two grievances, of 
Collectivism on the, ne.xt tw(), and of Communism on the 
fifth. 

The word “ Co-oiieration " m iierliaps the most con¬ 
fusing in the terminologv'of economics. In a broad sense 
it may be used either to deiioUi the mutual assistanc-^i of 
similar agents (as two workmen co-operab’ in lifting a 
weight or two shareholders in Is'iiniig the risks of a 
joint-stock company), or the mutual dovetailing of the 
functions of dissimiLir agents (as Labour and ejvpital, or 
the merchant and the manufacturer, co-oprr.ate in tlic 
production of wealth). In its narrower sense it is used 
to describe a number of forms of industrial enb'rprise 
which arc connected not so much by similarity of 
structure or specific purpose, as in virtue of the ideal 
which animates, or is supposed to animate, those who 
conduct them—an ideal which may be \ ,iguel\ desci ils’d 
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as mutual service by the relatively weak with the view 
of preserving their economic indejiendence. It has been 
found convenient to mention Agricultural Co-operation 
and Co-operative Ranking in connection with the 
analogous developments of ordinary Capitalism (pp. 55, 
82); but the former in particular has strong affinities 
with the Consumers’ Co-operation now to be discussed. 

In the minds of its English pioneers, the co-operation 
of ordinary consumers for the purpose of conducting 
retail trade was only one aspect of that general vision 
of the self-sufficing and self-governing commune which 
exercised such a swav over the imaginations of the 
idealst reformers of the first part^ of the nineteenth 
century. But m their hands, and especially in the hands 
of the famous sooietv of Rochdale weavers (1844) which 
became the model for the whole movement, it crystallized 
into a more limited but more jiractical and definite form 
of industrial organization, whose leading features can 
be very simply described. The members of the local 
co-operative society are both the customers and the 
owners of their own retail shop or shops. Membership 
is open to anybody on jiaynient of a small capital 
subscription, and carries the right to a vote in the 
election of the committee of management and on other 
matters submitted at general meetings, as well as 
informal opportunities of criticism and suggestion. The 
manager of the shop is a hole-time salaried oflncial, 
and IS responsilile to the committee of management, who 
are u.suallv ordinary member.s of the society, giving only 
a fraction of their time to the business, and remunerated 
bv small fees. The capital is rai.sed entirely from the 
iiieuibers, and is paid a fixed rate of interest. The 
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prices charged are usually about the same as those 
charged by other retailers, and what iji an ordinary 
business would be &\llecl the profits are devoted partly 
to the extension of business, partlv to various social 
and educational objects, and partlv to the payment to 
members of a dividend proportioned to tlie value of their 
purchases, which is usually, though not compulsorily, 
reinvested in the business. 

Rut Consumer.s’Co-ojieratioii h.is not stop|s'il short at 
the retail trade. In all coiint.ries where it has iditained 
a firm hold it has bi'en gradually led on to atteiiijit, 
with varying success, a more or h's, cotniirfliensive 
programme of intcijriitum To aehie\e mdejiendence of 
the capitalist wholesaler, the loc.il societa’s federate to 
form a central wholesale societv, which is owned and 
managed by thcnisolvi's on the same kmd of principle 
as that on winch they are owned and managid by their 
members. Both the letail and the wh-ilesale societies 
develop productive departments, which like the sidling 
departments are put in the hands of paid managers. 
The English Wholesale Soeu'tv jiroduces m it« factories 
a vast variety of food, clothing and otlier household 
products, and owns also its own shijis, Linns and tea 
plantations, as well as doing banking and insurance 
business on a Ltrge scale. 

§3. The Merits and Limitations of Consumers' Co¬ 
operation. Lovalty to the ideals of the movement and the 
attractive force of the dividend on purchases combine 
with the intrinsic merits of the co-operative retail store 
to secure for it the steady custom of its mend,>er8 , and 
it is thus enabled to disjxmse with expenditure on 
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advertmement and on keeping a wide range of goods 
a long time in stock to meet the caprices of casual 
demand. The same force of loyalty puts at its disposal 
the services both of general supervision and of detailed 
management at a rate lower than that which has to be 
paid by private enterpri.se. The.se are real advantages 
which have gone far to promote the success of the 
co-operative store in competition with the private 
retailer. Rut it has its weaknesses as well. The services 
of amateur committee-men may sometimes be dear at 
the lowest price'; and to trade on loyalty to the extent 
of offering responsible managers and buyers a salary 
much less than they could command elsewhere may be 
poor economy in the end. It is tempting, too, to econo¬ 
mise in stocking a. sho]) by the simple process of eschew¬ 
ing vuriet} and novelty of all kinds ; and if the co¬ 
operative store suceiimbs to tins temptation one of its 
main theoretical advantages that if the consumer 
buys from him.self he is certain to get exactly what he 
wants- IS found to be soiiimvhat illusory, and the 
restless housewife turns to the jinvate shop or market 
where .she can “look and pick” Change and choice 
and ingenious refnioment are, us human nature is 
constituted, desirable things , and the private trader 
and the advertisement agent do more for their livchhood 
than the consumer suspects till he tries to do without 
them. For those and other rea.sons (including its praise¬ 
worthy attmiipts to insist on cash payments) the victory 
of the co-operative store movement has not been over- 
wheliniug, even among the working-classes ; and it has 
left the more prospi’roiis clas.ses almost untouched, 
lu the doniaiu of whulesdle trade and of manufacture 
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the natural advantages of co-operative enterprise are 
less strong than in reUil trading. The scrutiny of well- 
meaning amateurs becomes less valuable as the ojH‘ru- 
twns on which it is directed become more complex and 
remote ; the dangers of unskilful buving, and of cramp¬ 
ing the style of resjMmaible managers, become more 
serious. Further, the relative smallness of the market 
makes it difficult to reap the full advantages of standanl- 
ization. Nevertheless, in some countries considerable 
success has been attained, and the difliciilties of govern¬ 
ment have not been found insupiTable. The directorate 
of the English Wholesale Society, consisting of thirty- 
two full-time members (mostly e.x members of local 
committees of management), with its elaborate svstem 
of sub-committees and tours of inspection and reports, 
IS generally believed to be a very efficient organ of a 
rather bureaucratic and secretive kiml , for the control 
exercised over it by the conimitti'es, and still more by 
the ordiirary members, of the constituent stores is 
necessarily of the slightest. 

Consumers’ Co-o])eration can no longer be called 
an experiment; in (Jreat liritain at least it is a 
very w'ell-tried and iirmly established form of in¬ 
dustrial organi7iition. The giaids sold by the retad 
societies reach onc-tliird of the families in the 
country, and their value amounts to perhaps one 
twentieth of the ^vhol<‘ national ineorne, about one- 
half of them being sujijilied by the wholesale societies, 
and about one-third being actually manufactured in 
the movement’s own jiroductive departments. There 
seems no re.i.son ^\liy (lo-oj)eration should not extend 
Its triumphs within the wide but himted range of 
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industrial enterprise for which it is suited. For the 
supply of transport services, of goods for export, of 
intermediate goods such as machinerv, of new and 
special and e.xciting products, the principle of Co¬ 
operation does not appear to be well adapted. An 
intere3tiDg Huggestion is that it should be aj'plied to the 
supply of news, thus enabling the consumer to escape 
from the frying-pan of the new.spaper king without 
falling into the fire of a jiress owned and inspired by the 
Covenunent of the d.iy. In anv c.i.se in the heterogene¬ 
ous patchwork of ‘‘ the existing sv.stem ” Co-o])eration 
fmd.s an a-ssureil phic and a f.nr field, and has no need 
of such a fantastic ■.uuge'-tiun as that of one modern 
reformer to the efb'et that the State should forciblv buy 
out tlie gre.it priv.ite trading establishments and 
commit them to lUs eiue ' 

What light does the sucees.-, of (.'o-opetatloll throw on 
the universal v.diditv of the golden rule of C.vpitalism, 
a.ssociating the control of indusirv with ihi' as.sumption 
of its risks { The .'.u.-wer is not verv simpha In the first 
place, the element of trusteeshi]i \\lu<-h we found in the 
admini.stiation of the joint '-toek compaiiv i.s reinfoicerl 
under (lo-ojieration by the spun of lo\-altv to.i cause, so 
that its members are more th.iii ordin.ndv readv to 
delegate their di'Cision-t.ikmg powcis to their servants, 
and those &<'rvants use them m the mam earcfullv and 
f.'iithfuily, if sometimes witli a littl.'of th,- peieinptonuebs 
of tlie old familv retainer .\iiit, seeondlv, e\cii the 
general powers of control leM-rved bv tlie memlicrs are 
not exercised, as are those of tlie shareholders of a joint- 
stoek eompanv, in jirojiortiou to the re-onrces n-k.'il , 

‘ Cl'Io, ( hsioi and Oidc p I'Ja 
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for the rule is one member ouo vole. irros|x'Ctive of 
capital holding. But the di.sproporlioii betwixui risk 
and control is not as great a.s at first siglit ajtpear.s First, 
the capital is guaranU^cd a fi.Tcd rate of interest, like the 
debentures of a joint-stock companv, so that the unlv 
rusk run is that of complete lo.ss, wiiuii i.s rendered 
e.xtrcraely unlikely by the nature of the .soeietieh’ 
activitie.s. Moreover, reinvesti'd “ (li\idend.s ” are 
withdrawable on demand, and share capital on cessation 
of member.ship. .S<'condlv, all meml>ers li.ive .ui eipial 
interest in tlic disposal of the reserves, lieuevolent 
institutions, etc , Iniilt up liv the societies, so that- their 
total interests are not so mutu.dlv dispropoitioiiate as 
their capital holdings Thirdly, the dev ice of sale at full 
market price and a dividend on puieha'-i’s means that 
inembt'i's run important risks which are proportioned 
not t(.) their cajiital holdings lait to tlcir jmrehase.s ' 
Thus while tJo-opcration has goiio a step furtlier than 
joint-.stock enterpri.se in divorcing control fmm the 
owner,ship of c.ipital, it.s native shrowdnes. has saved it 
from atteinjiting too ambitiou.s a divorce of control from 
risk. 

In one respect thus hlirewiJnesH 1ms been carried to 
disappointing lengths. The relations of the eo operative 
societies with their work]>eo])le are almost jirei iselv 
HimiLar to those of cajutalist industry 1 he workpeople, 
vvhether in .shop or factory, have no share iii t In- ni.m.ige- 
ment, and are not even a.s a rule individually eligible for 
eleetiou to t he management eoiumittees I’roht sliai ing, 

^ Thus i.‘i recogiuied in th#' n thf Tiritiili 

thu itiD’nt ti#-‘t # ^ t-t n.k' j'' W' r m t t l•'^l 

to their purchases. 


1 
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where it existed, has usually been abandoned; and 
while the societies are what is called “ good employers,” 
strikes have not been unknown. The building of the 
bridge between consumption and control has left the 
gulf between day-labour and control as wide as ever. 



CHAPTER IX 


COLLECTIVISM AND COMMUNISM 

“ Well, not the nrjl day,” the Knight refieated as bel 
“ not the next daij. In fact,” he went on, holding his 
down, and his voice getting lower and lower, " I aou v 
believe that pudding ever um cooked! In fact, I don't 
believe that pudding ever u-ilf be rooked ! And yet it wm 
a very clever pudding to invent " 

Through the Looking 

§ 1. Colledivluin and Monopoly. A generation since, to 
the majority both of it£ advocates and of its intelhgent 
opponents, the term Socialism practically meant nothing 
more nor less than Collectivism (p. 105). That is no longer 
so, and we now scarcely need to be reminded that to 
many of its French and Enghsh pioneers of a century 
ago Sociahsra did not imply the ownership and ojieratiou 
of the means of production by the State. As a result, 
however, of the powerful influence of the founders of 
German Socialism, the capture for the State of the 
apparatus of industry came to seem to many people the 
sole and sufficient condition for social regeneration: 
and in this at least the continental followers of Marx 
and the more moderate English socialists of the later 
nineteenth centurv appeared to be at one. And though 
Socialism has now a wider pursnew, the pubhc ownership 
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and exploitation of the means of production is still, both 
in project and in practice,an important form of industrial 
organ iz<at ion. 

The controversy over tlie merits of Collectivism is a 
well-worn one, and not such as is likely to be Laid to rest 
in ten pages of an academic text-book. But especially 
if we bear steadily m mind our analysis of the consumer’s 
grievances against Caiiitalism, we may perha])s agree 
upon certain groups of ca.ses m which the jmblic owner¬ 
ship of industry is most desirable, or least reprehensible, 
according to our [loint of view. 

The first group consists of tho'c iiulnstnes which 
under modern conditions tend, for one leason oranother, 
to fall into the haiid.s of a niouojiolv W it luu this group 
it is customary to distinguish fuither lietween what 
we may perhaji.s be allowed to c.dl “ octopoid " indus¬ 
tries and otlu'is. The octo]ioid industries - rad and 
tram transport-, the supply of w.Uer, g.is ,ind electiicitv, 
the t<dogra[»h and t.elejihone aie those involving the, 
use of a large and widely rainifviiig jiLint-, which it 
would clearly be wa.stefiil and incon\enieut to duplicate, 
and who.se instalLition, since it in\olves interference 
with jniblic or private piopertv, calls in anv case for 
some intervention on the part of tlie St.ite 'I'liis 
distinction is useful within limit-, but il must not be 
jires.sed too far .Monopulv, h oWe\el all-illg, whetlier 
fiom octopoid ch.ii.icteust'cs oi fiom the comliination 
of large-scale piodiicers or fiom c\clusi\e access to 
certain natuial iesouic<‘-, h lialde to oppri-s the con- 
buintu', and invites the attention of the .State. 

That attention, however, doc- not of course ncccssarilv 
take the form of ptiblic owm-r-hip Without radical 
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ftlt<'ration of the Rtructuro uf capit.iliht industry, the 
State may attempt to deal with the jiroldem of monopoly 
by exercising its powers of uftjuln'i' control in various 
wavs whose detailed discussion lies outside tlie scope of 
thm book', but which must be briellv mentioned here, 
since the, strength of the case for t^dlectivism turns 
]iartly upon the (picRtion of the eflectivenesH of alttuna- 
tive methods of interference 

In the first place, then, tin- State ma\ attempt dircctlv 

to prevent tlie emergen.. nionopolv bv ])rohibiting 

and puniRhmg action,s and anamtenients^ which operate 
“ in H'stramt of fnnlc " Thi-- i-- the polic\ winch Im ■ 
been ])ursu(’d for !hiii\ \e,ns m the United St.ites, with 
^e^^llt^ whicli are not rneom.iginL: f'U it is ir police 
extreimdv ditiieiill ioc.ui\ into l ibs i ,ind it has been 
found mueli e.isiei to pre\i nt monopoli tie combination 
taking C('rtain speeilit-d forms tban to pi< \. ni it occurring 
altogether (t'li \'l, §1’) b'liitli-u, moi opnl\ is m the 
OCtopold indll't rie.s t hi' oldv ReliSlble ne-t hod of Hllpplv, 
and in manv others it bungs eionoinies in proiiuetioii, 
and imjiroveinentsin ibe ipialit\ and st dehtv of supply, 
of which It w oil id he .1 back hand'd kiin Ini ss t o dcpi i \ e 
1 he consumer 

S.'conillv, the Statr rnav iii'iin (l!\ f"-'. r rompit it nui 
lo' piohibitiiiL; C'Tt tin ]ir.ot;ci's whidi .ar'' powerful 
wc.ipons in tlie li.iii'b of ri'pii.lilts to n.oii'ipol’, power, 
sin ii as bimgiiig ]'resr^uie I" be.ir on i'-i oh is to bo.e,ati 
their rivals' product', and mining a wi.iker competitor 
bv ciiffinL' ]iriC'’s to a ie\el wlinh (ould ii'it and is not 
meant to be retained In tin' I mled Stati." Hiich 
“unfair methorls of compitition are diclar'd illegal, 
and tliiR Rceni" a d'-'iiable police to adopt lait it ii.is 



116 THE CONTROL OF INDUSTRY 

not been found easy to enforce, and it is not very likely 
of itself to preserve or reawaken competition in the face 
of a wealthy and well-established combination. 

Thirdly, the State, while accepting the fact of 
monopoly, may attempt to protect the interests of the 
consumer by the prohibition of “ unreasonable ” 
prices, the fixing of “ reasonable ” prices, or the limita¬ 
tion of profits—methods each of which presents con¬ 
siderable difficulties, but one or other of which has 
perforce to be adopted in the case of “ octopoid ” 
industries, and may well be held in reserve as a last 
resort in the case of other industries as well. 

Fourthly, the State may take the view that “ light 
is the sovereign antiseptic and the best of all policemen,” 
and okim 8j)ecial powers of inve.stigation into the affairs 
of producers suspected of monopolistic action. Such 
powers must of course be possessed by any authority, 
such as the United States Federal Trade Commission 
or the British Railway Rates Tribunal, which has 
further powers of the more active kinds just mentioned : 
but they may also be accorded without carrying any 
further powers, as they were to the British Board of 
Trade under the .Vnti-profiteering .Vet from 1919 to 1921 
-a provision which it would seem highly de.sirable to 
restore in a pennaneut form, even if no more drastic 
steps arc taken. 

In estimating the strength of the arguments for 
Collectivism in monopolistic 'ndustries, the merits and 
limitations of these alternative devices must be taken 
into account as w'cll as the intrinsic merits and limiU- 
tions, to be considered presentlv, of the public conduct 
of industry. 



COLLECTIVISM AND COMMl'N'ISM 117 


§ 2. Colleclivwn arid Cotuervatton, SecurUy, and 
Progress. Secondly, the argument for Collectivism is 
strengthened when there is a clash of interests not 
between producer and consumer, but between present 
and future consumers, occasioning the need for what is 
called in the United States a pohcy of “conservation.” 
The State can, at any rate in theory, regard itself as im¬ 
mortal in a way in which a private jierson or even a joint- 
stock company can hardly be expi'Cted to do , and there 
is therefore a priiua facie case for the collective exploita¬ 
tion both of those natural resources, such as coal ami oil, 
which cannot be replaced at all, and of those, such as 
fisheries and forests, which cannot be kept intact except 
by a policy looking many years ahead. 

There is here a cunou.s paradox State.'-are notoriously 
bad savers, and spend riotously the savings of their 
subjects ; yet when it is a question of saving not cm rent 
income but the permanent sources of we.dtli, we credit 
them with a conscience which we do not individually 
possess, and turn to them becaus*' we have nowhere 
else to turn. It does not of course follow that such 
State enterprises cannot be conducted on an ordinary 
paying basis ; but it does follow that the token of tlie 
State’s success may be not, as in our first groiij) of 
industries, an increase of output and a lowering of 
prices, but the very reverse. ,\nd in their early d.ivs, 
if the State’s pohcy of working for the future is con¬ 
scientiously pursued, such enterprises as afforestation 
may even involve an element of Coiuniunisni that is, 
a temporary subsidy to the selected industry at the 
expense of the general community. On tlm other h.'ind, 
there are cases in which the State may lie aide t'l 
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eliminate types ol waste which are benefiting nobody, not 
even the present consumer, and in such instances it may 
be able to increase immediate output without sacrificing 
those future interests which are the raiton d'Hre of its 
intervention. Thus there is reason to think that in the 
British coal industry the practice of leaving unworked 
coal as barriers between adjacent mines, the dif&culty of 
obtaining way-leaves for the transport of coal under¬ 
ground, the lack of co-operation in drainage, and other 
difficulties incidental to the multiplicity of ownership of 
the mines, lead to a permanent loss of coal which injures 
both present and future generations. It is these con¬ 
siderations which furnish the main strength of the 
proposals for the nationalization of this industry: and 
since they can only be rendered obsolete by the establish¬ 
ment of partial or total monopoly, which even if it were 
held to remove the industry from our present group of 
“ special cases ” would establish it in our first, it seems 
pretty certain that that proposal will some day be 
seriously revived. 

Thirdly, the argument for (Collectivism is strengthened 
when the abandonment of an industry to private enter¬ 
prise involves certain incidental political or social 
dangers. The strongest instances arise when the State 
is itself a large onsumer, actual or potential, of the 
product supplied Thus fighting is a trade, but the 
Norman kings made it plain many centuries ago that it 
is not a trade which iudivdduals can be allowed to 
follow on their own account, except perhaps under 
National Sporting Club rules. Pacificist and militarist 
may shake hands on the proposition that it is not good 
for a country to depend on private enterprise for its 
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poison gas and its heavy guns. The Prussian Qovem* 
ment developed its own railways, and the British 
Government set up in the canal business for strategic 
purposes; and the one is an owner of coal mines, the 
other of oil wells. 

Again, a county or a municipality may run its own 
drink trade to make its inhabitants more sober, as the 
Government has done in Carlisle with great success ; or 
its own slaughter-houses, to make them more healthy ; 
or even its own theatres and opera houses, to make 
them more high-browed. 

For the most part there is no reason why such enter¬ 
prises should not be conducted on an ordinary paying 
basis, even if the State is in fact the chief consumer. 
But where (as in the case of the fighting services) the 
product has no market value except to the Government, 
or where for other reasons the economic aspect of the 
business is entirely subordinated to the political or 
social aspect, such enterprises involve the principle of 
Communism, and their further consideration must be 
deferred for the present. 

§ 3. Colkdivim and the Assumption of Risk. Some of 
the time-honoured arguments against the public opera¬ 
tion of industry wear rather a faded air in the light of 
the proved success of the joint-stock company: for 
many of the features of the two forms of enterprise are 
the same. Both under modern conditions can hire the 
services of efficient managers, and the advantage in 
this respect rests perhaps with the public enterprise, 
since it can enlist in its employ a greater measure of the 
spirit of public service : for example, the integrity and 
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capacity of the bulk of the borough engineers who 
a^nister the English municipalized industries is 
beyond question. With regard to general*supervision, 
however, as distinct from detailed management, the 
public enterprise is at a disadvantage. If the directing 
body is a committee of politically elected persons (as in 
municipal industry), it may sufier from lack not merely 
of expert knowledge, but of those general business 
quahfications which arc usually, if not always, possessed 
by the directors of a company, as well as from an un¬ 
wholesome fear of offending certain sections of its 
electors. If (as in nationalized industry) it is a Govern¬ 
ment department, its whole organization, personnel and 
procedure, its mechanism for controlling expenditure, 
its methods of appointment, promotion and dismissal, 
may be far less suitable for the conduct of business than 
of pohtioal administration, and impair the efhciency of 
management throughout. 

As in the democratically owned joint-stock company, 
BO in the public enterprise, there is a danger that the 
divorce of active control from the shouldering of the 
main risks will lead those who wield the former to be at 
once less rigorous in the avoidance of waste and more 
reluctant to adopt anything which might be represented 
as a rash or speculative policy than if they were working 
for their own hand. But the latter danger is greater in 
the case of pubUo enterprises, for several reasons. 
Whether the capital employed in them has been accumu¬ 
lated by the pubUo authority or (as is more usual) has 
been borrowed in the market at a fixed rate of interest, 
the risks of loss fall on the general tax-payer or rate¬ 
payer. Now in the first place these risks are greater 
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than those of an ordinary shareholder, for they are 
unlimited; ii a company fails, its debenture holders can 
take over the property, but they can do no more; 
whereas if a public enterprise fails, the creditors of the 
public authority can still demand the interest on and 
repayment of their loans out of the proceeds of taxation. 
Secondly, these risks are borne by the taxpayers in ac¬ 
cordance with their wealth, while each of them wields one 
vote only : thus there is a disharmony, more real than in 
the co-operative society, between the distribution of risk 
and the distribution of the residual powers of control. 
Thirdly, whatever view may be taken of the effectiveness 
of majority rule in expressing the general will, it must 
be admitted that there are many individuals who bear 
the risks of collective enterprise involuntarily, and are 
therefore critically disposed towards it. For all these 
reasons those in control of public enterprises rightly 
pursue more timid and unadventurous courses than even 
the directors of a joint-stock company. The infraction 
of the golden rule of capitalism brings its own penalty ; 
and the device of compulsorily imposing unlimited risks 
on the tax-payer partially stultifies itself by restraining 
those responsible for policy from making full use of the 
risk-taking powers thus put into their hands. 

For these reasons Collectivism does not seem well 
adapted to industries where difficulties of marketing, 
especially of marketing abroad, call for quick and bold 
decisions: and the difficulty of disentangling this side 
of the British coal trade from its purely productive side 
is one of the strongest objections to the nationalization 
of that industry. For the same reasons. Collectivism is 
generally admitted to have the best chance of success 
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in those industries m which the pioneer work has been 
already done by private enterprise, and the, work of 
administration completely reduced to routine. It 
happens that these industries largely overlap with those 
ootopoid industries in which the case for Collectivism 
is especially strong on other grounds; but the correspon¬ 
dence is not always so close as at first sight appears. 
Railway transport, for instance, is an octopoid industry ; 
but though it IS also an old industry whose routine 
administration is thoroughly well understood, the 
occurrence of a rt'volutiou in technique, such as the 
substitution of ch'ctricity for steam, may call for the 
e.xercise of pivctselv thosi' rpialities of initiative and bold 
judgment in winch public enterprise is likelv to be 
lacking. Further, the gaiiu' of waiting till jirivate 
enterjirise has made a sueeess of an indiislrv and then 
taking it over is not one that c.in be pla\e(l an indefinite 
niimixT of times, since if it is known that tins is the 
settled poliey of the publie authontv, the inducepu'nts 
to privab' enterprise t.o uinbutake piuiiecr woik are 
sensibly dmuinshed. 'fins is(-.pi'ciallv iib\ lous if jnuate 
enterprise is bampered bv definite pioMsmus fur the 
surnuider of its plant and woilcing iight.-^ to the [lulilie 
authontv at the (uni of a eeit.un numbei of veais, as 
occurred in tlie rase of traiu\\,i\’s and electric 
lighting m Oreat Hrit.un. 

§ 1. I'lirlhi'r DilJu’iihii's of Culh rhi I'm There aie eer- 
taiii further (Lingers alxuit pulilic (uiieipris,'. Ficu if 
iiommallv e.onducted on a |i,iving b.isis it is li.iMr to 
involve an element of conrealed t'umnuimsm ; for a 
public authority has at its di.spo.sal various devias for 
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rendering services at less than their full economic cost, 
such as charging against the general tax-paver expiuli- 
ture which ought properlv to be < barged against some 
particular publicly operated industiv. Again, even if a 
public cnteiprise starts on a paving liasis, it is sometimes 
allowed to come franklv on to the t.ixes to Nive it from 
complete abamlonment. Now the deliberate practice 
of Communism may, as we shall see presentIv, he a very 
good thing, and win gmieral approval • hut a n'sorl to 
Communism in order to give a lietitious demonstration 
of the success of pulilic entiuprise, or to sa\e tlii' auwur- 
■jnoprc of ollicials and a\'oid tin' resentment of dis¬ 
charged workmen, is olivioiislv uudesn.ihle 

If the jmblic authoiitv is one of se\eral competing 
producers, such "unfair conqietition " inav make the 
position of its coinpt'titors unUmahle, and it niav lie 
obliged sooner or later to assume the sole duties of 
supply—an nssite for wInch it inav lie tot.dlv nn]irepared 
This IS a fairlv strong argument again-'t piihlie authori¬ 
ties engaging in competitive biismess e\eept for sona* 
special oliject for examjile, to lamg an opjaessive 
combine to its setist's, or to set a standard ofipiality m 
some sei'MCe, such as milk snpplv, in wliieh private 
enterjirisc' needs ijrmgmg up to the niaik It is, for 
instance, not: surjinsing that the enti\, a-' a lesiilt of tlie 
war, of tin' (io\'eiuinents of tlie 1 niteii Stales, .\uhtralia 
and t'.anada into the slnjijiing trade has eau.scd a good 
deal of ill feeling and alarm 

Even, however, if the public authontv is already m a 
position of monopoly, the dmadvantages of iiiaintammg 
a public enterprise on an uneconoiine footing, except for 
good and dehberately chosen reasons, must not be <)\er- 
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looked. The fact is that while CoUeotivism, by ih 
device of the open-market loan coupled with th( 
impoeition of compulsory risk on the tax-payer, hai 
solved after a fashion the problem of drawing resource! 
in the directions indicated by rising demand, it does not 
provide any alternative to Capitalism’s brutal solutior 
of the correlative problem of repelling them from t 
demand that is falling away. When only a few industrief 
are publicly operated, the matter is not very serious 
but in a completely CoDectivist State it might wel 
become so. Such a State would not, bke the OommunisI 
State to be discussed presently, be without any autO' 
matio register of the movements of demand, for i1 
Would (by definition) retain the expedients of sale and 
market-price; but it would probably find great diffi' 
culty in responding with alacrity to their movements 
The.pioneers of British Collectivism have admitted ^ that 
it might be forced to ofier different wages in different 
occupations for work of the same difficulty and skill in 
order to promote the easy migration of labour—an 
arrangement which does not seem, from the point oi 
view of abstract justice, a great improvement on “ the 
existing system.” It may, however, be fairly urged that 
a certain slowness in the adaptation of industry to 
changes in demand and technical method would not be 
too heavy in price to pay for a mitigation of the savage 
swiftness with which Capitalism hustles obsolescent 
skill and capital apparatus to the scrap-heap. 

Another difficulty of Collectivism is that the most 
suitable unit for political government is often not the 

• Mr. tnd Mr». Webb, A /or fkt Soekiul Common’ 

mtoltl of OrmU Britain, p. 397, 
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most suitable unit for the ezeroise of economic power; 
thus where the use of electricity is concerned, whether 
for lighting or for tramways, the municipality has been 
found a unit undesirably small. In other instances, 
however, notably railways and coal mining. Government 
enterprise might succeed in establishing a desirably 
large unit of working where the vit inertia of private 
enterprise has preserved an uneconomically small one. 
In any case this difficulty can be met by the establish¬ 
ment of a special body, composed of representatives of 
several ordinary public authorities, for the conduct of a 
particular industry over the area most suitable to it—a 
device well exemplified in the London Metropolitan 
Water Board. ^ 

The device of the ad hoc board may also be used for 
solving or mitigating some of the more fundamental 
difficulties of Collectivism. So far as national as dis¬ 
tinguished from municipal undertakings are concerned, 
the older notions of the meaning of Collectivism are 
generally out of fashion. Latter-day experiments in 
and proposals for nationalization generally involve the 
handing over of the control of the industry to a specially 
constituted expert body, more or less completely inde¬ 
pendent both of the Government of the day and of any 
existing Government Department, and working on the 

* Mr. and Mr*. Webb hare ea^eted (op. cil., pp. 224 *■) •■hat 
the whole country ihould be divide up into a number o{ 
tiny ceU* of local government, each electing one full-time councillor: 
tbeee oonnoillori would eit together in imaller or lerpr numbere 
according to the public eerrioe to be admmitUred. Thii pJM 
do away with the difficulty here under coneideration, a* weU a« wtn 
the present oumbroui multiplicity of local bodies, at *“• ® 

saerifloittg some of the expert knowledge at present acquired by tM 
members oi ad hot boards and of specialiied oommittees of county 
and borough coonoils. 
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lines of an ordinary business establishment rather than 
of a branch of the Civil Service. This is the plan which 
has been adopted in the United States and Canada for 
the operation of the State-owned merchant fleets. 

Proposals for nationalization of this kind frequently 
contemplate that this governing body should be in 
some way representati ve of those engaged in the industry, 
and we must therefore return to them when we have 
explored the second main avenue of social reconstruction 
(p. 101), that leading through the association of the 
worker with control of his own work. But it is obvious 
at once that a well thought-out scheme of this kind 
might go far to remove those objections to Collectivism 
which are based on the unsuitability of Government 
Departments or politically elected bodies for the business 
of conducting industry. It would not, however, remove 
the inherent difficulty of thoroughgoing Collectivism, 
that if the State is to be the supreme industrial authority, 
it must, even if it keeps itself as a rule discreetly in the 
background, assume the ultimate - responsibility for 
regulating the flow of productive resources between 
different industries. 

§5. The Extent of Colleclxvim and qmsi-Colkdimt 
Arrangements. Collectivism, like Co-operation, is now 
within its limite a well-established form of business 
organization. All national States own and operate 
their own postal systems, and most of them the whole 
or part of their railway systems and forest lands, as 
well as conducting directly a great number of industrial 
establishments incidental to the service of government. 
On the other hand, there are few instances outside 
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Russia of the State engaging in ordinary manufacture 
on a large scale, except sometimes, os in the case of 
the French tobacco industry, for the avowed purpose 
of raising a monopoly revenue in lieu of taxation. 

Many municipalitiea own and operate their own octo^wid 
indufltries, and in Germany in particular have tried 
their hand successfully at a great variety of other 
enterprises. Even in England the products of municipal 
industry form a substantial proportion of the national 
income, and there is no reason to think tliat this form 
of enterprise has yet reached its limit; though it can 
scarcely be said, as it can of Co-operation, that it finds 
a perfectly open field within the structure of “ the 
existing system,” since Parliament exorcises a strict 
control over the kinds of trading in which a muni¬ 
cipality may engage, and the conditions with regard 
to the raising of loans, etc., on which it may engage 
in them. 

But besides these instances of full-grown Collectivism, 
there are in existence a number of intermediate devices 
for giving the public authority an active share in the 
government and in the proceeds of industry without 
undertaking its full responsibilities. Thus it may 
construct and own its own railways or tramways, but 
lease them out for operation to private companies, 
retaining certain powers of control,—an arrangement 
which has worked satisfactorily in some instances, but 
is apt to break down, as it did on the Italian railways, 
owing to disputes about liability for capital improve¬ 
ments or similar causes. Again, the State may hold a 
sufficient number of shares in an ordinary joint-stock 
company to exercise, if necessary, a decisive influence 
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in matterfl of policy without saddling itself with the 

detailed conduct of the business. This is the policy 
which was adopted by the Mexican Government with 
regard to railways, and by the British Government 
with regard to dye works and oil fields. 

Finally, there are a few cases of great importance in 
which the State has set up a body directly representing 
its own interests and endowed it with very gjeat positive 
powers of government over a number of undertakings 
which are left in other respects to tlie ownersliip and 
operation of private enterprise. )Sucli are the Federal 
Reserve Board (191.1) and the Interstate Commerce 
Commission (reconstituted 1920) in the United States, 
bodie.8 consisting respectively of seven and eleven 
members appointed by the (lovemmeut, and neither 
representative of nor financially interested in the vast 
assemblage of private banking and railway companies 
grouped beneath their respective sways. Yet the 
former directs in effect the wliole banking policy of 
the United States : while the latter is entrusted with 
powers not only of fi.xing rates, but of consolidating 
the railway companies into groups, regulating their 
issues of shares and prescribing their allowances for 
depreciation, ordering them to construct new lines, 
controlling their traffic in times of emergency, and 
administering in the general interest part of their (at 
present hypothetical) surplus profits—provisions which 
have been partially imitated in the recent Act (1921) 
defining the status of the British railway companies. 
Thus the home of free enterprise has furnished us 
with experiments in positive State control on a scale 
which finds no paraUel outside Communist Russia. 
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Such arrangements on the face of them seriously 

infringe the golden rule of Capitalism.' The practical 
good sense of Anglo-Saxondom has so far enabled 
them to operate without serious friction, but it is 
perhaps too early to judge whether they represent a 
stable form of business organisation, or whether the 
State, having assumed such gigantic powers of control, 
will not ultimately have to assume also the risks of 
ownership. 


§ 6. Communism. Much that has boon said of Col¬ 
lectivism applies to Communism as well, but the bitter 
raises also some fresh issues. Let us analyse the reasons 
for which Society may decide to make a jiartial applica¬ 
tion of the principles of Oommumsm- that is, to supply 
its members' with certain services either free of charge 
or at less than their full cost. First, the public authority 
may be providing on general grounds some service for 
which the exaction of specific payment in accordanre 
with the quantity consumed would be impossible (how 
much of a battleship’s services do I consume ?) or 
inconvenient (toll-gates on roads arc an intolerable 
nuisance) or unjust (it is not those whose pockets are 
picked who derive most benefit from the vigiknoe of 
the police), and the service must therefore be rendered 
gratis. Secondly, since people do not always know 
wliat is good for them, the price winch tlioy will offer 


‘ Thouith not always so seriously as would appear. Thus the 
decisions of the Federal Reaervo Board have reference rather to tiu.ie 
risks which fall inevitably on the general public in the shape of price- 
fluctuation., financial panics, etc., than to those, such as 'osol. 
vonoy of particular creditors, which fall mainly on the mdn idiial Ui.t 
itself. 
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for a tiling (such as a cesspool or a good look at a 
Diplodocus) is not always a measure of their real need 
for it as compared with their need for other things; 
and since private enterprise cannot he expected to take 
this into account, their real enjoyment of life is less 
than it ought to be. If such errors injured only those 
who made them, a society which set a high value on 
liberty might not be prepared to go very far in setting 
them right; but, in fact—and this is tlie third point— 
they frequently injure other people also; thus the 
neglect of a man to provide his house with drains may 
damage his neighbours as well as himself. Even in a 
society in which wealth was equally distributed, it could 
be argued that for one or more of these reasons people 
ought to have sanitation and soldiers and parks and 
policemen and libraries and a minimum standard of 
education for their children thrust down their throats, 
or at any rate ehuigled in front of their noses, without 
the e.xactiou of full payment; the cost of course being 
defrayed out of taxation. 

But in society as wc know it there is a further point. 
Owing to the unequal distribution of wealth, the com¬ 
parative prices offered for diScrent goods by different 
people may fail entirely to indicate the comparative 
real urgency of the needs which those goods satisfy; 
and since, under any modern system of taxation, more 
is taken in taxes from the rich than from the poor, the 
machinery of pubhc finance and collective enterprise 
offers an opportunity of partially correcting this defect. 
It would be possible, of course, simply to take money 
from the rich by taxation and hand it over to the poor, 
and in certain cases this is done; but on the whole 
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the money is less likely to be wasted or to have a 
demorahzing effect if it is spent in providing for the 
poor, free or at less than full cost, services which other¬ 
wise many of them would refrain from demanding, with 
results especially damaging both to themselves and 
to other people. Thus the arguments for a partial 
application of the principle of Communism are strongly 
reinforced. 

On the other hand, there are good grounds for walking 
carefully. There are, first, the gcnernl objections to 
Collectivism already discussed. It ih tnn' that the 
Communistic principle can be applied not only through 
Collectivism, but through a policy of subsidies to 
private enterprise—for instance, it is happily possible 
for the Government to endow the University of 
Cambridge without making it a iStato concern; but 
on the whole this alternative is not likely to be carried 
very far in ordinary times. Secondly, high taxation 
for the maintenance of Communist underUkings dis¬ 
courages enterprise and the accumulation of wealth. 
Thirdly, there is a chronic danger of tlie Communistic 
principle being misapplied. There is, for instance, no 
special reason for supposing that people s expenditure 
on travelling bv tram is less than it ought to be in 
comparison with their expenditure on other things, 
and no particular justific.ation therefore for running a 
municipal tramway system at a loss; yet this sort of 
thing is very liable to occur. 

The merits and dangers of partial Communism arc 
well exemplified in the policy of State provision of 
housing for the working classes. Here is a service of 
which the consumers arc poor, and in tlie purcloasc of 
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which they are peculiarly apt to neglect their own 
intereste, to the prejudice of themselvee, of their neigh¬ 
bours and of posterity (for a jerry-built house, unlike a 
jerry-built pair of boots, is an incubus on succeeding 
generations): thus the arguments for Communistic 
enterprise are very strong. On the other hand, a 
Communistic policy to be successful must be very 
comprehensive, for the competition of tax-fed Govern¬ 
ment building will make private enterprise impossible ; 
and a comprehensive policy will be enormously expensive. 
It is not surprising that in Great Britain the result of 
these conflicting considerations has been vacillation and 
confusion. 

A system of complete Communism imphes, of course, 
a complete rejection of the mechanism of price and 
exchange. In an infinitely wealthy society everybody 
would no doubt be allowed to take out of the State’s 
storehouses as much of everything as they wanted: 
but in a society of limited wealth, such as those we know 
on earth, the State would have to ration the con¬ 
sumption of individuals in every particular, and to 
arrange the flow of productive resources into the several 
industries in such a manner as to produce continuously 
the standard budget for the whole population,— 
a budget which many individuals would certainly 
find inappropriate and distasteful. It appears to 
have been nothing less than this gigantic task 
which was envisaged by the Communist Government 
of Russia in its " orthodox ” period, though the vision 
was never completely translated into actuality. But 
it seems evident that in the strict sense Russia is 
Communist no longer, even in theory, and is settling 
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down instead to a regime of highly contraliied 
Collectivism, conducted according to the ordinary 
methods of accountancy, in the leading industries— 
textiles, transport, iron and steel and so forth—coupled 
with small-scale private enterprise in agriculture, and 
more or less strictly regulated Capitalism in the other 
departments of economic life. The Russian exj>eriment 
involved so many different kinds of change and was 
conducted under such peculiar conditions that it is 
dangerous to draw detailed inferences from it on 
particular points : but it certainly suggests that even 
among a population with simple and uniform needs 
the wholesale administration of industry by the State, 
difficult enough in any case, becomes an impossible 
tvsk if the touchstone of price in relation to cost of 
production is cast to the winds. 



CHAPTER X 


WORKERS’ CONTROL 

" I’ll tell you how I came to think of it,” said the Knight. 
“ You see, I said to myself, ‘ The only difficulty is with the 
feet; the head is high enough already.’ Now, first I put 
my head on the top of the gate—then the head’s high enough 
—then I stand on my heaid—then the feet are high enough, 
you see—then I’m over, you see.” 

“ Yes, I suppose you’d be over when that was done,” 
Alice said thoughtfully; “ but don’t you think it would 
be rather hard ? ” 

“ I haven’t tried it yet,” the Knight said gravely : “ so 
I can’t tell for certain—but I’m afraid it umUd be a little 
hard.” 

Through the Looking-gUui. 

§1. Productive Co-opercUion. Neither Consumers’Co¬ 
operation nor Collectivism nor Communism solves the 
problem of the status of the worker raised in Chapter VII, 
§ 4 : and since all of them must, under modem conditions, 
work within the framework of the “ factory system ”— 
of Capitalism considered as a technical method of 
production and not as a system of property rights and 
industrial government—the fact is not surprising. 
Dreamers of dreams have, indeed, suggested from time 
to time that we should scrap the factory and the 
machine, and become again a community of independent 
134 
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craftsmen. Readera of Simiucl Biitleru ^retribH 
will remember how that imaginary nation, alarmed at 
the growing wisdom and power and voracity of the 
machines, finally decided to destroy all those which 
had been invented in the last 271 years, “a period 
which was agreed upon by all parties after several years 
of wrangling as to whether a certain kind of mangle 
which was much in use among washerwomen should be 
saved or no. It weis at last ruled to be dangerous, and 
was just excluded by the limit of 271 years.” But the 
common sense of mankind outside Erewhon has generally 
decided that this course is impracticable; and the 
efforts of reformers have been directed to trying ((» 
find some method of combining the subordination and 
regimentation necessitated by the factory system with 
the exercise of self-government by those who are 
entangled in its coils. 

It was on this aspect of social reconstruction that the 
early French and English Socialists laid most strew, 
and the ’twenties and ’thirties were prolific in schemes 
for self-governing workshops and communities. Then 
in most countries these rather fragile projccte were 
submerged beneath tho rising tide of Collectivism, to 
reappear in the twentieth century, and especially in the 
great social upheaval of 1917-20, in a more mihtant and 
imposing form. Of late years the consumer has become 
suspect, for he may bo a mere drone, living on rent 
and profits, and so not entitled to consideration: tho 
State has become suspect, for it is a ty^annouB organ 
that -makes wars and brews lies and destroys freedom. 
It is the worker qua worker who must rule. - 

In following out the development of this hue of 
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thought and experiment we must glance first at the 
humble relics of the co-operative enthusiasm of the 
’thirties. Most of those early “ workers’ societies ” were 
Bhort-hved, but there have been occasional revivals 
of the movement, and there are in Great Britain at 
present about seventy such establishments—mainly in 
the boot, clothing, textile and printing trades—at any 
rate partially owned and directed by those who work 
in them. But the genuine productive society has 
obvious difficulties to face. There is difficulty in 
obtaining enough capital for extensions of business or 
even for current needs, and in securing and retaining 
markets. But the greatest difficulty is the question of 
management: it is not easy to bring oneself to vote 
for the most capable man among one’s shopmates as 
manager, rather than the best talker or the best fellow, 
nor to vote him a large enough salary, nor to allow him 
a free enough hand when elected and to obey his orders 
in the shop. Hence not many of these societies have 
remained true to the early ideals of the movement. 
In many of them a large part of the membership and 
the capital holding lies outside the factory (sometimes 
partly in the hands of the Co-operative Stores), and 
within the factory there are many employees who are 
not members of the society ; and in only about a third 
of them do employees constitute a majority on the 
managing committees, while in some they are definitely 
excluded from sitting thereon. 

Thus “ Productive Co-operation ” has not revolu¬ 
tionized industry, nor is it likely to do so. The main 
stream, not only of Capitalism, but of Co-operation and 
of Socialism, has swept past these gallant little craft; 
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but in their limited sphere they have a vitality and an 
experimental value of their own. 

§ 2. Syndicalim and Sovielism. It seems a far cry 
from these peaceful little cells of industry to the red 
flag and the barricades; yet in its original form the 
doctrine of Syndic^alism, which a few years before the 
war began to terrify the country hou.se.s of Knglaiui and 
to make Socialism sound respectable by comparison, 
appears to have been directly derived from the French 
counterparts of the workers’ society. France is still 
in the main, by comparison with England and (Jermany, 
a country of small-scale and decentralized iiulnstry ; 
and the great national trade unions, now faindiar in 
England for three-quarters of a century, were slow 
in making their appearance. The original ulea of 
Syndicalism was that in each locality the association 
of workmen in each trade should take over the control 
of the means of production ; bui/ the general goo<l • or 
at least the general good of the working class - was not 
to be altogether neglected, for the local Hourso du 
Travail—a sort of common council or clearing house 
of the local trade unions, corresponding roughly to the 
Enghsh Trades Council -was to exercise a kind of 
general control, and adjudge between the claims of the 
various trade associations, where those came into 
conflict. 

But with the turn of the century came at last the 
growth of the great national trade unions, which 
adopted the doctrines of Syndicalism; and on the 
national scale, the State being suspect, there was no 
body in sight to exercise even that limited protection 
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of the consumer’s interest which had been entrusted in 
imagination to the Bourse du Tra%'ail, Hence it does 
not seem unjust to say that Syndicalism, in the form 
in which it became articulate to the world at large, 
advocated the reorganization of industry purely from 
the standpoint of the producer, andmontemplated the 
erection of a number of vast and independent Workmen’s 
Trusts in place of the mingled competition, combination 
and collectivism of “ the existing system.” “ The 
mines for the miners, the railways for the railwaymen— 
and the dust carts for the dustmen,” suth is the common 
criticism of the imphcatioms of Syndicalist doctrine, and 
it does not seem an unfair one; though no doubt in 
the minds of its advocates that d(x;trinc wa.s mingled 
with a vague kind of Communism which reduced the 
question of ownership to unimportance. But, indeed, 
it is difiicult to analyse correctly a doctrine which bar, 
never been put into practice, and has not been expounded 
with very great lucidity ; for it is part of the theory 
of Syndicalism that the proletariat must not bother 
too much about the consequences of its own actions 
or the form of government which will eventually result 
from them, but act at all costs. And it is not surprising 
that it should be this jiart of the theory, with its 
corollary of the genera! stiike, that chiefly captured 
the attention of the public. 

When, under the dissolving influence of the Great 
War, revolution swept over Hu-ssia and flerm.inv, and 
flared up in tiie stivet.s of Milan .and Turin, and simmered 
on tlie Clsde, it w.rs ideas akin to those of French 
Symlicali.sm in its e.vrlier or local pliase that first found 
embodiment in piopag.iuda and in aclioii. For the 
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raoderu revolutionary, another name nmst be added 
to those of the Consumer and the State on tlie list nf 
suspects—the name of the great national Trade Union 
Itself, so long the bulwark- of the working class, but 
now fit only for the guillotine-a nmustei slow in 
action, bureaucratic in method, an accomplice too oft< u 
in the dark deeds of the State Not the association of 
workers in each trade or even iii each locality, hut the 
workers themselves in each works, must scire from tlw 
capitalist the iiistrunieiits of proiluction which tin \ 
tliemselvcs operate. Union no doubt will come latei - 
the sohdauty of the wuikiiig class will mu be unpaired , 
hut it must be a soluianty built up fimn bchwv by the 
free federation of self-govcnuug gunips, not imisised 
from above by any antlioiitv wliatsumcr Such hcoms 
to have been the gospel of the Som.u or \\orkcis’ 
(,'oitncil, as blazoned forth in the earlv days of rc\o- 


lutipn. , 

It is a melancholy task to trace m each rountyv the 

evaporation or contamination of the pnie milk of the 
Soviet word as levulution either succumbs to t„e 
forces of reaction or settles down and beeuines 
spectable. In Uus,sia the powers of tlm factoiy sovnt 
seem to have been eombtioned fimn the lust by the 
existence of the local soviet, mgamz.ed on a terntona 
and not on an industrial liasis, and to haje bemi 
exercised even so with such a mcklcss di-iegard foi • 
common weal that so soon as the central goN.rmmn. 
could get to work other elements were speedi v mine 
duced into the directive body of each indun ua ao 
while the factories themselves were brought ait on ^ i 
fold of a highly centralized system. Tlu ica is'Air 
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appointment and administration were gathered up into 
the hands of Moscow, while the formation of a centrahzed 
trade union for each industry constituted a further 
check on the independence of individual groups of 
workers. 

The Bolshevik organization of industry presente, 
on paper at least, a picture of bewildering complexity. 
At the head of each trade there was instituted a powerful 
directive body or “ Central,” beneath it came a ring of 
local Trusts, and beneath them again the individual 
factories. Each factory was provided with two directors 
appointed by the Central, one for technical the other 
for administrative purposes, the latter being assisted 
by an administrative council, nominally —but apparently 
not in reality—composed of representatives of the 
workmen and clerical staffs, the higher technical and 
commercial staffs, the trade union of the industry 
concerned, the local council of trade unions, the regional 
economic council, the local soviet, the local peasants’ 
soviet and the local co-operative society. Each factory 
had also its committee of workers only, with rights 
of appeal against the technical director. A rather 
complicated form of factory government, this, and 
one not easy to bring within the framework of any 
cut-and-dried analysis: but there is the less reason 
for the reader to tear his hair over it in that the author 
is in no position to explain how it, and the analogous 
complexities in the constitution of the Central and the 
Local Trusts, worked out in practice. One thing only 
is plain, that under the' pressure of war and want, 
centralized automony speedily pruned and curbed 
the efflorescence of the self-governing factory. 
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In Germany, as the dreams of a Soviet Republic 
faded away in 1919 beneath the heel of the Bourgeois- 
Socialist Coalition, the works councils, after several 
stirring bids for power, shrank away into appendages 
of capitalist and cartellized industry. In Italy, the 
dramatic capture of the metal factoriee by their em¬ 
ployees in the autumn of 1920 ended in the restora¬ 
tion of capitahsm, and the accord by statute of limited 
powers of inspection and inquiry to central committees 
representing the workers in each trade. In Great 
Britain the shop committee, with its member the shop 
steward, has been absorbed fairly digestibly into the 
main structure of the Trade Union movement. 

§ 3. Guild Socialim. But the idea of self-government 
in industry has not perished. Blended with various 
elements both of Capitalism and of old-fashioned 
Trade Unionism, it survives m certain notable project* 
and experiments which, if disillusioninent and trade 
depression have thrust them temporarily into the 
background, are not to be permanently ignored. Let 
us consider, first, those that are clean of compromise 
with Capitalism, reserving for a final chapter the 
attempts which have been made to engraft the prin¬ 
ciples of self-government on to the trunk of capitalist 
industry. 

In England, the idea of workers’ control has been 
much bound up with a cult, not always very intelligent 
or well-grounded in historical knowledge, of the 
medieval craft guild. Now the mediaeval craft guild 
was a product of the handicraft system in its third or 
highly-developed town period (p. 9); it was an 
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association of independent master-craftsmen m each 
trade, each working at small-scale industry on liis 
own account, but luuting to regulate certain matters, 
connected chiefly with the quality and methods of 
work, which were of interest to the trade' as a whole. 
ItH modern analogy, therefore, is to be found rather in 
such loose associiition.s of independent enqiloyers as 
the National Federation of Iron and Steel Manufacturers 
tlian ill the trade union . and the manner of it.s working 
tlirows little direct light on the problem of achieving 
self-government for the workman in large-scale regi¬ 
mented industry. Tlie relevance of the mi'dii'v.il 

guild to mo(l''rn probh'ius lie.s rather iii the ueneral 
noiion of a body which is not an organ of Stall', but is 
vet charged by gemua! consent with the execution of 
[lulilic duties and the regut.iiioii of an industrial 

service ; and also, lx* it h.ud, m the warning that 

the arrog.uico and exclusiveiiev-; of such bodies 
m.vy tlirottle the de\elopment of indu'-try and 
lead to their own disruption ainl deeav. Hut so 
long a'l f.ilse liistoncal analogie-, aie ;u'o:ded, we 

iiee<l not quarrel witli the name which tlie (iuild 
Sm’i.ilist.s have given to their ttn'orv of uuUistnal 
reconstruction. 

That theorv, naturallv enough, is not e.xpouiided 
•dike by all its advoo.rti's, hut it will not be piofitable 
to probi' iiere too deeply into t-lu'ir donu"'tK: con¬ 
troversies The main nlea i-' that e.ic'.i ludustrv sliould 
be lecoustiti.ted ,is a jiublie, siTvice, undei the control 
of those who aclu.dlv woik in it, whotln r wit.h h.xnd 
or brain. Thus (luild Soci.ili.-'iu serks to .umd the 
danger.s of bun'.vuci vfo .uid ignoi uit .id n nisliation 
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aseociated with ordinary CollectiviMii, and it socks 
also to avoid the cruder defects of Sviuhcalisni by 
vesting the final nghts of ownership of each industry 
m the State, by recognizing the cLunis of brain labour, 
and by setting in the forefront of its prograinnie the 
idea of the service of the consumer 

How far this profession of disinterestedness is a 
sufficient guarantee of the eonsiimer's interest is a 
subject of controversy, revealed in tlie diversity 
exhibited by concrete (Judd .Soelall^t and ([uasi-tlinld 
Sociahst proposals in the matter of tlie rejiresentat on 
of the consumer and the State in the government of 
industry. Thus the miners’ own sehenie for the 
nationalization of the Rntish coal nnnes provided 
for a governing bixlv of which half the members weie 
to be appointed by the Miners’ Federation, and the 
other half, while appointed by the Stat<‘, were to 
represent only the teolimeal .uid adiiunistrativi* suits 
of the industry itself. Mr. .histice Saiikiyv s famous 
rejected proposals (1919) for the .same industry plaetd 
the chief power in the hands of Di.stnct ( ouneds, id 
which four meintiers were to be elected by the workers 
and eight appointed by a sujsTior Nat onal ('miiicil 
four to represent the technical and eonimereial sidis 
of the industry, and four to represent the great coal- 
ronauming industries and the eonsummg jiublir , wlol 
the Chairman and Vice-Chairman were to be aiipomted 
directly by the State. The .abortive " Plumb plan ' 
fur the reorganization of the .Vmerican railwavs eon- 
tempLated a direct/orate comjiosed of five rejiresentativ < h 
of the workers, five of the managing staff, and five of 
the State. V sinuLar variety in proposals for t: ■ fi-MUi' 
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of prices and the disposal of surpluses iudicates the 
inevitable diliiculties of hannonisiug the interests of 
tho various partners in tin' exploitation of industry by 
(iiidd Socialist methods. 

.'\n ounce of experience m said to be worth a ton of 
theorv, and we must therefore glance briefly at the 
one important experiment m Ouild Socialist organization 
which has bi'cn actually made. In 1920 the building 
operatives of Manchester and London took the lead 
in the formation of guild committees to undertake 
contracts with the local authorities for the budding of 
woi king-class housi's, and the movement spread 
rapidly m othei paits of the country In its final 
shape the organization was roughly as follows The 
National Building (luild is for legal purposes m form, 
but m form onlv, a joint-stock company, and under¬ 
takes certain centralized work of finance, insurance and 
supply : but the making of contracts is in the hands 
of Regional Councils, which are elected jiartly by the 
craft organizations of the region (including professional 
orgamz-itions of architects, engmeem and clerks), and 
jiaitly by the local guild committees. These local 
Committees are elected bv the Imilding trade unions in 
each sni.ill area, and arc responsible for the supjdy of 
Libour on budding contracts undertaken in that area. 
Fiacli regional council apjKunt.s a manager and head- 
(juai ters stall, while the foreman on each job is appointed 
bv the local committee, and is thus not directly 
respou-'ible to or removable bv the particular workmen 
to whom he gives oiders. Capital is borrowed at a 
live.! mte of interest, and full trade union rates of 
wages are paid during the currency of the contract, m 
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Bickiiess and in hoalth, in good wenthor and m hid 
Siirpluflofl aro- to bo iiboil fiir v.inou^ kiTul^ of improi'o- 
inont and dovolojiinont, and in no tM-c diftrihiitcd to 
individuals. 

Thanks to tho iii'-piratKin of ih,' (onli id.-1 and 
tho logitiniutc atTr.iotuHi'' (j| tin* dto n r at ( aii!iniuui^ 
pay, a high "'t.uidard ot dlii loin \ and ipialiti nl 
uork was app,irontl\ fm a tiin<’ atta.iu'.i Tin '-xpi'n 
miuit indoail wa^ horn iindiT p.-( uliarK t.n unr ihic 
condition^ IhiildinL' a tr.ida wiioh rr,|i;)i. . liul. 
fi.Kod capital, and the ( n Opar.il l\C nnoriiiiiil 
\aluai»lc a'-'i'-tanci' m thr ^iipph ul m.ii'rial' and in 
guaratiloi'ing tin- fiilldincnt id' K.nti.nts sumI' tlif 
urgent and ta\ h‘d thivruno'iii d'in.md l.n lani--'- 
prOMllod a llio^t fainurahh- in.iiki: lini tiad'' 

(lopro'^.sion and tla- i iirt.nlno-nt nt tl,. i.MU-iiii.' pc 
granmic, (oiiihinod with ■'rnou- tank- "! iiiOiiia! 
adniini''trati(iii Ird in tlm and to (c.';,pi,-t, md igini 
iiunioii.^ f.iihirc It ha' \at ii. h. pi.,M j rii.o (mild 
ontorpri''C of thi' kind i an tind .u. l■-url■d pi o' in 
tho iiio'aic ot " tlie i-M'i ing 'N 'tl III 

If nioicoi rr. till’ wliida lit in\ indu'trN 'hmihl 
rniiic til hr ri'org.iiii/i-d on timid Iina tin piohliin' 
Mlgg(‘'fod h\ till' gi’Idi'll mil' id t ajiltall'in won! I 
a'-'iircdh hoioim' pri'"inir \\iiuld lapiial in torih 
coining on ''in li a 'i ale iinli-" thu'i' wiio irninrid 
It wore allowed miiiio ''hare in i nnlrolling it'- ii 'e 
I ndor ( apitaiisin the dolientnre iioldi r o i (inti':.i 
to forego rights of control heiau-e ho lii-hentiiri ' 
are as it were, cmered under a fat la\er id urdinar'i 
♦'hares and it is not till e\er\ nrdni.ir', 'hare ha 
hecoine worthless that he runs an\ ri'k o! i.ipo.d 
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loss. Under Co-operation, the shareholder has at 
any rate a voice, even if its loudness is not propor¬ 
tionate to the size of his holding. Under Collec¬ 
tivism. the bottomless pocket of the tax-payer stands 
between the creditor of the State and disaster. Rut 
to finance a whole industry with blindfolded and 
impotent capit.al i.s likely to prove a stifi proposition ; 
for unless .such capital is to be secured, both against 
total loss and against fluctuating returns, it is likely 
to be shy in coming forward, and if it is to be so secured, 
its maintenance might well become an intolerable 
burden on an industry exposed like any other to the 
fluctuations and uncertainties of trade. And the 
difficulty is increased by the fact that the transference 
of control to the workers is to be accompanied by a 
marked diminution of their individual risks: for it is 
the hope of Guild Socialism so to extend the system 
of “ continuous pay ” as to guarantee a livelihood to 
every man on the strength of an industry, irrespective 
of whether there is work for him to do or no. More¬ 
over, in such an eventuality the question of price and 
output and tlie rights of the consumer, solved in 
the building trade experiment by the formidable com- 
]ietition of private enterprise, would become acute. 
A country wlio.se industry was entirely conducted by 
Guilds would sti'l have to solve the root problems of 
Collectivism—the problems of reconcihng a diversity 
of vested rights and of promoting the ebb and flow of 
productive resources between different occupations. 
The Guild system does not seem to furnish a short cut 
to economic salvation : but where a policy of Collectivism 
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is adopted on other grounds, it seonis desirable that the 
Collectivized industry should be managed in accordance 
with some, at least, of the ideals and method# which 
Guild Socialism propounds. 
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JOINT CONTROL 

The Dudo suddenly called out, “ The lacc is over! ” and 
they all crowded round it, panting', and asking “ Rut who 
has won'?” 

This question the Dodo could not answer without a gn'at 
deal of thought, and it sat f(ir a long tunc with one finger 
pressed upon its fotehcad (the position in whicli you usually 
see Shakespeaie in (he pictures of him), while the rest r^aitcd 
in silence. At last the Dodo said, ‘'AVcryfWy has won, and 
all must have prizes ” 

Alu'r's Aikcniurrs in Wonderland 

§ 1 . The {'(!:)(' for Joint i'ontrol. For the du'liardfi of 
iiidiistiial lecoustnietion, the ti.insfer of goveining 
jtowi'is to ilie workers must he ahsolutt' and comjdid.c, 
01 it IS illusory and useless If this cousunnuation is not 
at pi(‘sent in sight, working-class olfoit must continue 
along the well-established lines of negative or inhibitorv 
control, while jnejiaiiiig itself, hv organization and 
education, for the assumption id positive powers of 
goeerument' at sonic future date, Anv jiroposals for 
association with the forces of (’ajiitalism m the conduct 
of industrv must he lejectcd as a imp, Tlieie must of 
course he joint machinery for the settlemoiit of di.sjmtes, 
hut '‘joint, machineiy, wh.ite\et its ehametei, has 
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nothing to do with tho w.iiking cLir-'' th m.u.d i“r 
control.” 

Many niemborp of tin' •■nijiho m:; ( Lim' .wtuat'd l)v 
other coIlSKleratll)u^, .irii\i' m I'r.n't.rc ,ii ihr ^n!lc' 
concluMon. In Enitluid .it am i.it'- I'miIi’ rnioniM;. i^. 
generallv accepted, bv .‘-oine i:nnL'.!ii.'b i' .1 le ci "-.iM 
evil, bv otll('l^ with .1 L'elilime .ijiplei'..1C1 id ilJ* 
generallv bemdicial etfect> mi ch.n.u tm .n.il n! the 
huperioritv of mtelligeul. ,uid me.Hii/i-d i.pp.i-.iii'U hm i 
incolu'rent and Mibteir.mem rciidt it- .itompt'' tn 
maintain and improve the st iiid.ml id 1 fi of t!;. woikine 
clas.'-es, wliile tlie\ lii.ii’ be etii mioii K n • eoi d m ' ol 
are not rmenled m eniv^ r,i;' .-ini, .it'en.pi .ih le M 
to mark tin' limit id it^ tunci aim .iial no \\ oi kiia; i i.ih - 
ambition'' 01 a'-pir.mom .iie to In- .d!"i\id to n.'eili te 
with tlie llbelf of 1 he eiiiplov 1 r to i m \ oii he own 
btisine,''a in hi." o\\ n w.i\ 

To mall} olltMlle eiapiirel" .d'o li. mi i.i d lloin llie 
practie.il conduct of mdu'tn thme ■' e m !. tho 1" 
atdractivi'tibont tlu" point of \ a v h leine to h'la 
Himple and f.iiiiiliar .uid well pnamded u. i!a' . ' pi m m . 
of the jiaat Tliev .ire imiire'.'id with, lia d lla'ih', -.I 
severing the goveinmeut of ualu'tn fiom lie .o'limp 
tion of Its ri"k'', tind with the ^tit-nctii of tie' .oL'inm n' 
for leni'ina tlm contnd oier the uee of ri ouh' in tii 
hand" of tlime wlm proiide and \euiiiie tlaiu, 01 of 
their .l])]K)mted repie.M'llt.itn' " 1 la H' < aMl.d .0 ipMM 

auce with the working cla‘-s lead" tin la todoiil.t v h' tni i 
tlie aveiage woikmtin is m fact .aiuatid b\ .im 

jiasMonate impulse to Ml on coiiiiinttei . ii.d t.d.i 
decisions, and not rather bv a desire to be h t .ahme m 
the enjoimont of such condort ami le,'-ui' te < m 
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procured for him. In the enforcement of standard wages 
and conditions of employment, and in the prevention of 
oppression of individuals, they see ample scope for the 
exercise of all the statesmanship that Trade Unionism 
is likely to be able to command. Now that the flames of 
revolution have died down and the visions of the New 
Jerusalem receded, cannot we have done, they ask, 
with this cant about Workers’ Control, and set the old 
horse Industry on the road again in the old way, with 
Capital in the saddle, and Labour barking when neces¬ 
sary at his heels 1 

Yet this philosophy of industrial relations seems to 
leave certain matters out of account. In the first place 
history seems to show that strength without responsi¬ 
bility is always liable to be recklessly used. Now 
nothing can prevent the organized workmg-olass from 
pos.sessing strength—a strength whose magnitude will 
vary with the state of trade and other conditions, but 
which can never again be totally destroyed. If this 
strength is to be exercised always in Opposition, the 
temptations to use it heedlessly vnll alw'ays be great and 
on occasions irresistible ; if it can be associated in any 
way with responsibility for the actual conduct of 
affairs, it is likely to be more moderately and thought¬ 
fully employed. This profound platitude is the burden 
of the famous Report ' which laid the foundations of 
self-government in the British dominions. In Canada 
before 1838 there were in existence powerful popular 
assemblies with considerable facihties for irresponsible 
criticism and obstruction, while the initiation and 
execution of policy lay in the hands of a governor 

^ Ixird DurhAm, R* (jh the Stnlt of 1838. 
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appointed from England : and the result was chronic 
conflict and confusion, till the deadlock was solved 
by making the ^wpular assembly responsible for provid¬ 
ing a ministry to conduct the government of the country. 
The analogy between pohtical and industrial aflaire 
must not be pressed too hard, but it is close enough to 
give occasion for reflection. 

Secondly, even if the [vovvcrs of ncoativc toiitrol are 
employed for rca.son.ibic cikK, iIk'v arc often an cvis'ii 
sive and roundabout method of atuiming objects which 
might on the face of it be at mined mure spvvdilv and 
cheaply by direct means. The liberty of the employer 
to “ conduct his own buHinesa m liis own way ” is very 
far from being absolute as tilings ,'ire at present By 
obstruction cultninatitig in sabotage .uid strikes, a body 
of workTnen can, in favouratile eireuinstanees, ensure 
that they shall not be obliged to work under such and 
such conditions, or with such and sueh workmates, or 
wUhout such and such a workiu-ite (there have been 
many successful strikes against vietimi/ation ami 
arbitrary disnii.ssaLs). or even under such and such 
managers and foremen. Thus much effort is sjK'iit m 
making deoisions unworkable which might, it would 
seem, be saved if those who are driven to make it had 
been partners to t.lic decision m the iimt instance Here 
again analogies are siiggestivi', if ineoiielusive. Bodies 
w'hicli are set iij) to prohibit “ unre.isonable " prices are, 
generally driven in the end to ,sav<' time and litigation 
by prescribing “reasonable ones and the method 
sometimes emjiloyed by benevolent rustics of directing 
the traveller by indicating exhaustively the roads which 
he must nol take, wastes time and breath. 
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Thirdly, whatever may be true of the “ average work¬ 
man,” there is little doubt that at present much cqu- 
Btructive talent among the working clasB is allowed to go 
to waste. It is true that many men have risen from 
that class to attain responsible positions in industry; 
but others have found no such opportunity, and others 
again would scorn it if it arose, preferring to use their 
abihties in the service of their own class. At present, 
the service of industry and the service of their own class 
are disconnected and even conflicting ideals. Need they 
be? 

Fourthly, even the psychology of the “ average 
workman ” is perhaps not so simple as some would have 
u« believe. It may be hazarded that in his scale of 
values two other things besides reasonable comfort 
and leisure find a high place--a sense of security and 
a sense that he is not being done by somebody in the 
eye. Political analogy suggests that these seusations 
are not easily generated except through the machinery 
of self-government. If the desire to take an active 
part in affairs is confined to a small minority, the desire 
to be a vieinber of something, with a status and a place 
in the sun, is surely much deeper and more widely 
spread; and, even those to whom committees are a 
form of slow torture, like to cast, or to feel that if 
deeply stirred they have the right to cast, an occasional 
vote. 

For these reasons those who sec no alternative to 
preserving in its broad outhue the framework of “ the 
existing system ” may be wise to coirsidcr sympatheti¬ 
cally proposals for associating the worker in some 
way with the government of industry. And those who 
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desire to destroy it altogether imiy well consider whether 
half a loaf is not better than no bread. 

§2. Joint ContTol in hidividual Firnu, One obnous 
device at once suggests itself —that the workers in any 
concern should receive special encourjrgemcnt to ac<]uiro 
a share in its ownership and therefore in its control,* 
Here are the particulars of two celebrated iirstauccs of 
this expedient of “ Labour Co-jxirtuership.” In the 
South Metropolitan Ga,s Comj)auy of lx)ndon, the 
employees receive a share of the profits in the form of 
a bonus on their wages, part of wliicli has to be iuvcste<l 
in the stock of the company, with the result that they 
now hold nearly 6 per cent of the voting jwwer. This, 
however, does not measure the full exUuit of their 
influence, for the workmen are entitled to elect two 
and the office staff one, out of the ten directors ; and 
further, the joint committee which uiimmiKUTs the 
co-partnership scheme exercises ivlso an informal but 
real influence in the internal govcrmiu'nt of the works. 
In the Leclaire house-painting establishment in Paris, 
about five-eighths of the capital is now owned by a 
Mutual Aid Society to which about, one-.sixth of the 
workers belong, and which is a sleejjiiig partner (p. 61) 
in the firm ; while the two active managing jxirtners, 
who own the rest of the capital, are elected for life by 
a kind of senate nearly coextensive with the Mutual 

1 The financial obaUcIos to the workmen acquiring the owner¬ 
ship of a business are not so great as ii often imagined. Ths 
saving of a very few hundred pounds per bead would enable the 
employees of (say) an integrated coal and iron wd steel comply 
to purchase the whole of its ordinary »liaros. But such a develop- 
ment is extremely unlikely to occur except as the result of a 
deliberate acheme. 
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Aid Society, which Ms up vacancies in its own 
ranks and which possesses certain powers of govern¬ 
ment, such as the appointment of foremen. Examples 
could be innltiphed, difiering indefinitely in detail; 
but they all have this in common, that they owe 
their origin to the energy and vision of a successful 
man of business. And m consequence, even when the 
co-partnership scheme is of so advanced a knnd that 
the result bears a strong resemblance to “ productive 
co-operation ” (Ch. X, § 1), the executive powers of the 
management are generally very carefully safeguarded.' 

But it is also possible that the workers should be 
associated qua workers, and not qua owners of capital, 
in the government of the business in which they work. 
Thus the workmen in a joint-stock company may 
acquire the right to nominate one or more members 
of the board of directors, without regard to their share, 
if any, in the ownership of the capital. This plan was 
suggested by the British (iovernment in 1919 for 
adoption on the railway.^, hut was fiercely op]) 08 ed by 
the directors of the railway companies, and apparently 
not strongly pressed by the Trade I'nions , and exce])t in 
connection with co-partnershi]) schemes, the s])ccifically 

‘ All uitcroatmg and anomalous mJust rial roust itution is that of 
the famous Zeiss optical pl.a.s.s works at .Iona Under (he dupiaitioa 
of the lato proprietor, Ernst ,\bl)o, the hulk of the capital is owned 
under a 'trust deed by the ostablishmeiit itself The trustee is a 
(lovermiient deparlineiit, the consent of whose repieseatatise is re¬ 
quired to important deeisioiis subject to this, tic ronfrol is iii the 
hailda of a co-opted Hoard of Managi mout, of tour, though them 
la also a council of workiiu'ii with the right to make representations. 
Tlio .self-contained nature of this organnation, and some of its jiro- 
visiona for contmuoua pay, etc., recall the (hiild ideal : the dilfer- 
cnce seems to he m the frank recognition of the rights of ouiifralttp 
posso.ssed by the employees, who p.irtieipato individually m the 
profits. 
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elected employee-director appeAre to be m KngUnd 
non-existent, thougli of course m some rompamoft (^uch 
as Lev'er Brothers) m.tnv of the dirertors are ex- 
employeea. In Gemianv, under an Act of IO'J'2, one 
or two members of the Works Cotineil are imtitled to 
seats with full voting right.-' on the hoard of supervision 
of joint-stock comjianies and other corporate orgamra- 
tions (a body with rather less executive power than the 
English board of directors) but it s.-.-nis e\i,ieni 
that this proMsion has not been \er\ etVectiu- sm,it 
tends to be evaded liv tin- traii'a< tion ol re.dU important 
business else\shere than ,it formal meetmi.’' of the 
board. 

Of more immediate interest is the movenu-nt for the 
transference to a council or committee of workers of 
a share in the government of the htisiness m elneh thev 
are omplovod. Isolated instances of this i!e\t‘lo[uiieiit 
have long been familiar , but it received, in tlmorv at 
any rate, a great Ktumilus from the out hurst of the 
demand for pure “workers’ control " during tlie 
revolutionary period, 191T-2d In lo'rmanv tin' 
W'orkers’ Councils which faded to aehieve the social 
revolution (p. 141) remaineHtahlmhed hvthe ('onst.itut.ion 
(1919) and by specific statute (Ifrio) a,s an integral 
part of the organization of imiiistry In England the 
general establishment of joint works eommitteos, 
representing employer and employed, was reeomrnended 
bv the famous W'hitley report (1917), with results 
which have so far been disaiipointing lioth in (juantitv 
and quality. 

WTiether we consider achieved facts or probable 
future developments, we are here on the threshold of 
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a thorny and intricate subject, which can only be dealt 
with in this book in the most summary fashion.' There 
is an almost infinite gradation both in the matters to 
which the competence of such bodies may extend, and 
in the degree of influence which they may exercise. 
Are tliey to be concerned merely with the administration 
of bonus, pension and welfare schemes, and with minor 
matters of workshop comfort and hygiene, or are their 
powers to reach to matters of discipline and organiza¬ 
tion, of productive method and technique, of com¬ 
mercial and financial policy ? Again, are their activities 
to take the form merely of criticism and protest, or 
of giving advice when called into consultation, or of 
suggesting and advising on their own initiative, or 
finally of actually taking part in executive decisions ? 
The line between positive and negative control is 
indefinite and blurred ; the teaching of past experiment 
is difficult to summarise and interpret, and the course 
of future experiment impossible to forecast. Two 
general reflections must suffice. First, the control 
which can be exercised liy sucli bodies over commercial 
and financial policy is almost pundv negative : but it is 
not therefore to be altogetlier despi.sed. It was perhaps 
a profound political instinct winch led the w'ary old 
Italian premier, Signor Giolitti, in his settlement of the 
Italian factory war (p. 141), to interpret the word 
“ controllo ” in the rather unexpected sense of “ powers 
of financial enquiry.” There is no (luestion that the 
secrecy of private enterprise, the suspicion that large 

' Thf reader should consult (loodrieh. The Frnntur of Control 
(19'20), and Gudlebaud, Works' Counnis in (hrmany (litdH). 
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profits are being made, the sense that th<' worker is 
being got at,” arc among the root causes of " nulastnal 
unrest. In England the whole financial ]n>sition of a 
huge privately nwnied indu.stry, that of coal mining, is 
now exposed to the workniim month bv month in 
connection with the scheme of wage pavmcnts ; hut 
such arrangements are still unliappilv ran*. The 
statutory powers of investigation ]«i>se''!'(Hl by the 
(lerman orks Councila, or even the administration 
by a committee of a mere profit-sharing scheme, may 
have the euonnous advantage both of imiH'lling the 
employer to Liy his cards contimimislv on the tahle and 
of inducing the workmen to subject them to intelligent 
scrutiny. 

Secondly, the real crux of the (jnestion of jumitivc 
control ligs in two groups of (juestions those (-onnectod 
with {a) discipline and (6) teehnujue m) Successful 
experiments have iioen made in the de\olui!on to 
works committees of minor disciplinary jsiwers with 
regard to timekeejung and similar matters, though 
mainlv under war-time conditions and with the fi>ar of 
worse alternatives in the background. More nn]M)rtant 
is the question of control over the " right to sack. 
The German Works (amncils can hear apjs'als against 
dismissal for other than trade reasons, the final court of 
reference being a district conciliation conmiittee ; hut 
in any case onlv the jiayment of conqsmHatioii, and 
not rcinfitatenient, can be enforced. One branch of 
the British Commission on Industrial Unrest (11)17) 
went so far as to recommend that no workman 
should be bable to be dismissed without the consent 
of his fellow-workmen as well as his employer , but 
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this remains for the most part a pious aspiration, .and 
it would seem that in any case a distinotion must be 
drawn between dismissals on grounds of the state of 
trade or a man’s industrial efficiency, and dismissals 
made on disciplinary grounds or actuated by dis¬ 
approval of a man’s personal conduct. In times of 
trade depression and unemployment this distinction 
is peculiarly difficult to establish; but the sharing of 
control over dismissals seems an obvious line of advance 
for more prosperous times. Control over the appoint¬ 
ment and behaviour of foremen remains purely negative, 
and the care with which in Guild and similar experiments 
the election of officials by their immediate subordinates 
is avoided suggests that it is likely to remain so : though 
Messrs. Rowntrees’ device of preliminary discussion 
of appointments by a committee of workers without 
executive powers seems worthy of imitation. 

(6) The German Works Councils are specifically 
enjoined (so far apparently without much result) to 
assist the management of the works by their advice. 
In England a number of works committees are reported 
to have made valuable suggestions on questions of 
technique and the organization of work, the most 
remarkable instance being a memorandum by the 
shop stewards’ committee of the British Westinghouse 
Company on foundry management, which caused the 
company to rescind its decision to close down its 
foundry. Such committees may also bring forward 
the inventions of individuals and see that they are 
duly considered and justly rewarded. The feeling 
that inventive power is allowed to go to waste by 
unreceptive officials, and that production and earnings 
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are kept down by ineflBcient organiration, seems to 
be among the strongest elements in the demand for 
“ workers’ control ” ; and it would appear that there 
is here a large field for the acquisition by works oom- 
mittees of a real positive and constructive part in the 
government of industry. 

With all these forma of joint control within the 
individual firm—Co-partnership, the employee-director, 
the joint committee—it is desirable that more and 
bolder experiments should be made. But it is useless 
to shut our eyes to the difficulty which besets all of 
them—the difficulty suggested by Capitalism’s golden 
rule. There is, as we have seen, a real infraction of 
that rule in so far as directors and managers administer 
the property of shareholders: but the infraction is a 
limited one, because even if the motives for bold and 
efficient action on the part of directors and managers 
are weakened, their general aim is substantially the 
same as that of those for whom they are acting - 
namely, the prosperity of the individual company. But 
in the mind of the workman-director or committeeman 
this aim. is almost necessarily in competition with 
another and in many respects a nobler one—the well¬ 
being of his fellow-workmen in the trade as a whole. 
The whole impulse of modern Trade Unionism is 
towards achieving and maintaining the solidarity of 
labour throughout the whole of each industry a 
policy the pursuit of which may well call for a certain 
indifiereiu)e on the part of the individual workman 
to the financial prosperity of his own firm, while at 
times of crisis the conflict of loyalties thus engendered 
may easily lead to an impasse. For this reason the 

M 
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path of joint control is likely to be rougher in the great 
staple competitive industries than in those, such as 
gas or railways, where the individual firm covers the 
whole industry in its area, or in a small trade, such as 
cocoa manufacture, which is dominated by a few ex¬ 
ceptionally enlightened firms. 

With this difficulty is intertwined another—the 
objection (based on a mixture of right feehng and 
defective analysis) which is felt by many members of 
the working class to Capitahsm’s obvious test of business 
efficiency and success—the making of profit for in¬ 
dividuals. Here, indeed, it is possible to detect signs 
of a rajyprochement between conflicting points of view. 
On the one hand we find a particularly advanced body 
of Trade Unionists, the British miners, accepting (it is 
true, under the stress of defeat) the most elaborate and 
far-reaching scheme of profit-sharing yet devised. On 
the other hand, “ the modern professional director may 
be almost as reluctant as the workman himself to see 
the proceeds of the year’s trading slopped away in 
dividends.” His test of success is still indeed profits, 
but profits to be used not for the immediate enrichment 
of individuals, but for the increase of the power and 
stability of the whole undertaking. ‘‘ The undertaking 
itself, now grown into an objective personality, creates 
its own means just as it creates its own tasks.”' It 
dw's not seem too fanciful to hope that the ‘‘ Guild 
spirit ” may progressively permeate private enterprise 
to this extent that the desire of the leaders for financial 
results and the desire of the rank and file for personal 
independence from the capitalist may find a partial 
' Wiltor R4then»u, In Dayi to Comr, p. 123. 
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of which both are s«‘rvaut.s. 


e iintUtuUon 


§3. JoiiU CotUrol on a StUwml SmU Kven ho , 
however, the perniauent .lihtmotion aiui the oct'a^umal 
dmhamionv between tlio ainm of the national Trade 
Onion and thoae of the individual enterprise remain 
unresolved. We must turn, th.Tefun., for a moment to 
the other branch of the coh.br.ited Uhitlev scheme ” 
—the eKtabhshmeiit m .-aiih trade of punt couhoiIh of 
employers and employed represiuitin^t the trade as a 
whole. hulTbloun oouned.'’ of this character are in 
active operation in (treat Hntjiin in al»out sixty trades, 
including wool, potterv. jirmting, boots ami tlie mer¬ 
cantile marine, while the four yreat railwav ami the 
dejiartimuits of th*‘ ( ivil St-rviei eat h po'-si ss origans 
of a similar kind Some of l-hese otuuieils, as was 
to 1)0 expected, have tondetl to dei^tuieraie into a 
new form of mncliinery for wranybng about 'Aas’es 
and hours, but others have altemjited to take 
their constructi\<‘ duties wtiousK ‘ The ]iromotion 
of rewarch, the devtdopnient of scientific accounting, 
the study of t.inif policy, “the safeguarding anil 
development of the industrv as a part of national life “ 
— Buoh are among the decl.ired idijeets of tiiese instilu- 

' " The Pottery Imhistriai Council, at a meeting on 12th 0< tulirr, 
bad before them a variety of hiiIjjis-Ib, including autmtin of uncm 
ployment amongst potti ry workers, sti jsi to U- lak'-ii to pOKure 
fewer railway freightagi- ratei, utatmtirn of profit* ami turn 

over in the {lottery induB'ry, the pffe< t of indiiitrial cond.liona 
on the health of young {lerKoii*, the mterriinled appo ntice»hip 
scheme, . . . (xittery Beholarshu* and Work" I’ommittee* " 
Labour Oazetir, Nov , 1922 

The Building Council was also eici {itionalK ai tivi until in l'i22 
the employers’ side withdrew rn bloc 
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tionB. It IK not to b<‘ exjx'Ctod that in siicli high matters 
the initiative .should often come from the workers’ 
side. Even in appraming the most remarkable instance 
of joint control which has hitherto apjieared in British 
indu.stry the Cotton Control Board which ruled the 
Lancasliire cotton trade during the war we must take 
heed of the authoritative statement that “ the operatives’ 
leaders fulfilled essentially the role of a friendly opposi¬ 
tion, now pleading for concessions, now issuing warnings, 
but at no time playing an equal part in the determina¬ 
tion of policy.” * We must exjiect, too, that such bodies 
should sometimes show a somewhat unhealthy interest 
in questions of price maintenance and tariff concession. 
But these seem inadequate grounds for condemning 
the whole movement out of hand as a failure and a 
sham. 

There are in particular two problems with which it 
would seem that such councils are, or may come to be, 
pecuharly fitted to deal. The first is the problem of the 
trade cycle. We have suggested (Ch. \TI, § 3) that in 
this matter the exclusion of the worker from any share in 
the government of industry constitutes a real grievance, 
•Muce he runs herein risks which are inevitably great, 
and which are rendered greater by the relative m- 
difierence of the capitalist to the fluctuating character 
of industrial activity. Further we have suggested that 
in times of boom the immediate interest of the in¬ 
dividual firm IS frequently opposed to the permanent 
interest of the trade as a whole, so that the matter is 
emphatically one for joint action. There is at present 
a strong body of opinion in favour of dealing with the 
‘ HendertoD, The Cotton Control Board, p. 11. 



JOINT CONTROL 


168 


problem of unemployment, when once again it assumes 
normal and manageable dimensions, so far as possible 
trade by trade, thereby increasing the efficiency of 
administration, furnishing each trade wnth an incentive 
to reduce its own fluctuations, and throwing the residual 
burden (in the form of increased price) on the consumer 
of “ fluctuating ” products rather than on the general 
tax-payer. At present the grave condition of coalmining 
and other industries, and the urgent need to encourage 
the niobilitv of labour, form an overw lielming ob.stacle to 
the adoption of this [mlicv But if it should become 
po.ssible to adopt it in the future, here is a fruitful 
held for the joint industrial council Whether by 
compulsory levies and sidf-denying ordinances in 
times of boom, or bv the milder methods of mutual pub¬ 
licity with regard to contracts accepted ami the scientific 
study of the movements of demand, it should not be 
beyond the bounds of pos.Hi\u\itv for each well organi7,ed 
trade to make a serious effort to deal m common w ith the 
worst evil of Capitalism .and 111 this iiuiner the coiujiellmg 
interest of the working ela.ss m stabilitv iimv he exjss ted 
to bring a wholesome iiiflueiiee to be.ir on indiisin.d jsiliev 
The second problem which in pome trades calls for 
continuous joint action m that which led in 1922 to 
disastrous conflict in the British engineering industry— 
tiic progressive supersession of certain kinds of technical 
skill by incre.a.smgly fool-proof machinery. Obstructive 
action by the skilled workmen in an individual firm is 
clearly futile : no firm can afford to lie left behind m 
the adoption of the most economical methods of pro¬ 
duction. Obstructive action by the Trade I’mon 
throughout the whole trade is equally doomed to 
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failure in the long run, for the interest both of Society 
as a whole and of the unskilled worker is in this matter 
on the employer’s side. But it does seem reasonable 
that by joint action for the gradual introduction of 
inevitable changes and for the re-training and rc- 
absorption of tlie labour thus superseded, a well- 
organized trade shoiild make a strenuous endeavour 
to minimize the wreckage of legitimate expectations 
which is caused by the fevered progress of industrial 
technique. 

In Oemiany an attempt has been made to aasociate 
the consumer in the joint government of industry. 
The constitution imposed by statute upon the coal 
industry in 1919 is an extraordinary farrago of cartelli.sed 
Capitalism, Syndicalism, State Socialism and Con¬ 
sumers’ Co-operation. The nominal head of the industry 
IS the Coal Council, a body of sixty persons, comprising 
representatives of the State, the co-operative societies 
and the consuming industries as well as of employers 
and employed. It seems generally agreed that this 
body is a mere phantom, and that the real power has 
lain in the hands of the Coal Association, which, while 
nominally the exeoutive organ of the Council and con¬ 
taining representatives of the workmen and consumers, 
is in reality a kind of central office of the independent 
capitalust cartels. This grandiose chimera, with its 
counterparts in the electrical and potash industries, 
is almo,st all that is left of the gigantic plan for the 
reorganization of German industry under the joint 
management of employers, employed, consumers and 
State which was launched by Herr Wissel, the Federal 
Minister of Public Economy, in the early days of 1919. 
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Almost all—for there is one very important element 
of his scheme which has survived and flourished. In 
pursuance of Article 165 of the Constitution of the 
(terman Republic, there met for the first tune on 
June 30, 1920, the Federal Economic Council—“ the 
world’s first Parliament of Business.” “ The Council’s 
competence extends over every branch of finance, 
industry and trade, and over all social and labour 
questions connected therewith. Its 320 members have 
Parliamentary immunity, and are paid salaries. They 
arc elected, mainly by private associations of the 
respective interests, in eight gTou]>s, which represent 
agriculture, forestry, gardening and fisheries, industry, 
trade banking and insurance, communications, hand¬ 
work, consumers (house owners, tenants, housekeeper* 
[? hotel-keepers], domestic servants, restaurant keepers 
and the Communes), officialdom and the hberal pro¬ 
fessions, and there arc two other groups, one chosen 
by the Reichsrat to represent specific local interests, 
the other by the Government from among oitirens 
qualified to serve the national economic cause.”* The 
present Council is provisional only, and neither its 
oomposition nor its powers are precisely as contemplated 
in the Constitution. All bills involving social and 
economic policy have to be submitted to it for discussion 
before they are presented to the Reichstag ; and the 
Government must con.sult a committee of the Council 
before taking administrative action on economic 
matters. The right laid down in the Constitution of 
initiating economic bills, which must then be intro¬ 
duced into the Reichstag even if the Government does 
* Eeonomift, Julj 10, 1920, p •>2. 
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not approve of them, has not been conferred on the 
existing Council: but even so it has considerable 
opportunities, which seem to have been actively em¬ 
ployed, for the exertion of influence. 

In England the great Industrial Conference which was 
summoned to advise the Government in the troublous 
days of 1911) bid fair at one time to develop into just 
such an economic annexe to the British Constitution, 
and then suddenly vanished into thin air. It may be 
hazarded that sooner or later we shall be driven to take 
a leaf out of the German book. The apologists of 
Guild Socialism have ransacked medieeval political 
theory for support for the view that there are human 
associations prior to and independent of the State, 
entitled to deal with the State on equal terms. Their 
extreme conclusions would be subversive of political 
democracy as ordinarily understood, and cannot be 
accepted. Rut the growing congestion of the Parlia¬ 
mentary time-table and the deep-seated resentment of 
the business world against Governmental interference 
combine to make it desirable that not only each separale 
industry, but also industry as a whole, should be en¬ 
couraged so far as possible to settle its own affairs.' 

§ 4 ('(riiciuKion. Tlie high hope.s widely cherished 
only a few years siium* of the speedy e.stablishrnent of 
a new order m indu.strv have faded and shrivelled 
away Capitalism to all app<‘aranres ha.s lieen re¬ 
established on its throne, largely, bv a curious irony, 
througli the agency of a mo.st patent proof of its own 
shortcomings the occurrence of a prolonged and 

' rill' of the Mond Tumor (onferonoo (1927) aro an 

(‘nt'ourn^ui^j that th'if* view is ({Hining jfroun<l 
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severe depression of trade. At such a time there is a 
real danger lest in those who desire change disappoint¬ 
ment should breed despair, and in those who detest it 
victory should breed insolence. It would be as un¬ 
reasonable and dangeious now to suppose that the new 
ideas ha\e vanished for e\er from the world a.s it wa.s 
a few vears ago to supjHise that tlie\ rnuld lU-stantaiif 

ously transform it. It wenis certain that for iimnv years 
to come Private Enterprise will rem.un the dominant 
form of industn.d organitatiitn , but it khmiis also reason¬ 
able to hope, and to insist, t hat !'n\ at e EiiU'rpriw' should 
become less chaotic, has .seeietive, less tvraiiuioal than 
in the past—more deteiiiiined to aehawe a rtail control 
over the blind forces that m.ike for economic instabditv 
and dislocation, iiuue re.nh to l.iv its finanei.il cards 
upon the public tabh', moie wilhni’ to rojK rt and to use 
in the 6er\’ico of industry the st'lf-go\crniiig instincts of 
the milhons whoi'arrv out. its < otumands .\nd bv its 
Bide there is jileiity of room for Collci ii\isin iii selr('t<il 
cabCH, as well as for the ('o-o]s r.vti\'e Socu-l\ ami the 
Bclf-governing league of producing units on tlu' liuilding 
Guild model. 

Let 118 in conclusion indulu'' onr fam ii .s a little, and 
with the help of a few cpioi.ktion.s ami our old \Mit(h- 
words of ditTevciiti.ition and integr.ition t.ike a farewell 
Rurvev of the et'oiiomic jiloloi-ophu's of the world Hear 
first Adam Siintli on the virtues of ii.itural libeitv 
“Every individual is couliuualiy exerting himself to 
find out the most adxantageous employment for wh.it- 
ev'cr c.apital he can command. It is Ins own advantage 
indeed and not that of the society winch he has in in v, 
But the Btudy of his own advantage n.aturallv, or r.ither 
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neoeMarily, leads him to prefer that emplojiimit which 
is most advantageous to the society.” Here is i^e gospel 
of differentiation—^the philosophy of the academic 
individualist. 

Now hear once more our old friend the Chairman of 
Amalgamated Industrials (p. 34) on his ideals. ” There 
is not a string that we are neglecting in this great 
aspiration of ours that we should be self-contained, and 
be able to carry on the business in such a way that in 
cycles of depression and prosperity it will give a constant 
regular dividend to the shareholders and secure their 
principal.” Here is the gospel of integration for power— 
the philosophy of the business boss. 

Now for one more voice—the voice of Rupert Brooke, 
describing Communism as he found it, or thought he 
found it, in the islands of the South Seas. ” In my 
part of the world, if we want to build a canoe, we all put 
flowers in our hair, and take the town hatchet, and 
Bill’s axe, and each his own hunting-knife, and have a 
bit of pig each for luck, and a drink, and go out. And 
ns we go we sing. And when we have got to a large tree 
wc sit round it. And the two biggest men take the axes 
and hit the tree in turn. And the rest of us beat our 
hands rhythmically and sing a song saying, ‘ That is a 
tree—cut down the tree—wo will make a boat,’ and so 
oil. And when those two arc tired, they drink and sit, 
and other two take their places. . . . And when all’s 
done, we go home and sing all night, and dance a great 
(leal. For we have another canoe. And when you have 
got a lot of other Goddites together and started to build 
a Cathedral, why, you’ll see what fun it is working 
together, instead of in a dirty httle comer alone, sub- 
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pioious, greedy, competitive, hating all the world, like a 
modem artist or a French peasant or a moneylender or 
a golfer.” Here is the gospel of integration for fun—the 
philosophy of the poet. 

The philosophy of the academic individualist does 
not fit all the facts ; the philosophy of the business boss 
will not permaueutly satisfy the heart of man: the 
philosophy of the poet is not at present a workable 
proposition. Fettered by the insufficiency of the earth 
and the chronic disappointingness of human nature. 
Society stumbles clumsily forward on the only half- 
realized quest for a more sensible and kindly way of 
conducting its aflairs. In the economic world, as in 
the spiritual world with which it is so pcrpicxingly 
intertwined, 

There n no ex|>e<liliouii read 
To u*ck and lahel amd* (or liixl 
Ana .save them hy the leirrel load. 

But if we arc neither false to our visions nor m- 
modorate in our hopes we uecd not despair of witnessing 
the slow growth of something worth calling Freedom in 
industrial aflairs : even though we know that in any 
society which we are likely to live to sec, old Bill Bailey 
will continue to think more about his early broccoli than 
about the mysteries of cost-accounting, and young Alf 
Perkins to take more interest in the prospects of Man¬ 
chester United than in those of cotton cultivation in 
equatorial Africa. 


MAD* AND I'RINTKD BY orPBET IN IIB*AT BRITAIN BY 
WILUAM CLOWE8 A?<I> HONH, MMITBO, A?<1» RB(*CLEH 






“’^HK Theory of Econoinice,” 
1 vrotc Lord Koynes (the 
first Geiieral Editor oft his series), 
“ is a method rather tlian a doc¬ 
trine. an apparatus of the ininci, 
a teehnitpie of thinking, which 
helps its possessor to draw cor- 
re<-t <-on<-lusions.’* '!'») this tech- 
niipie of eeonomie. tliouglit, it 
has heen said, the C.anihridge 
Eeonomie Handbooks give the 
best availalde introduction for 
the general reader or uninitiated 
stmlent. 

The books are authoritative 
ami lu( id. Their reputation is 
world-wide : the |irineipal vol¬ 
umes have been translated inl«) 
(ierman. Spanish, Italian, Sw«“d- 
ish, Japanese, Polish, and Lithu¬ 
anian. They are up-to-date : 
tlmir pertinenee to «‘urrc-nt real¬ 
ities is as sound as their treat- 
luenl of the basic, principles of 
economic thought. 

“ Written by economists for 
the layman with full recognit¬ 
ion of the essential difficulties 
inherent in the subject.” 

Spectator 

“ A deservedly famous 
series.” A'cic Statesman 
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CilAPTKU 1 
INTRODUCTORY 

“ Ahem ! ” said the Mouse, ^illi an iiiiportaiit air. “ Are 
you all ready ' This is the driest thiii^ 1 know Silouce all 
round, i( you please.’’ 

Altoe’s AJrenlures iii tl'oni/frluruf. 

§ 1. Tfie So)j>e ihf DiHcusum. The practical 
economic quesiioii.s which arouse coiitrovcniy and 
await solution at the present time may all be 
conceived of as comiKiuuded iii vanou.s maunera 
out of three central iiroblem.s. There is first the 
problem of production -how, if at all, i.s it possible to 
BupjKirt the growing pojmlation of the world at a 
constantly rising standard of comfort ? There is secondly 
the problem of di.stribution how, if at all, can the fruits 
of industrial progress be divided in a manner more 
productive of human welfare and more consonant with 
our ideas of justice I And there is thirdly the problem 
of government or control- how, if at all, can we ensure 
that the men and women engaged in industry shall not 
become mere instruments of production or mere passive 
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receptacles of its fruits, but shall retain, in their relation 
to the economic circumstances of their life, the character 
of Kelf-clirecting human beings ? 

It IS on the last of these problems that this book is 
intended to throw light. What is the structure of the 
economic organiz.ition by which the force.s of Nature 
are exploited, and our want-^ in some measure supplied ? 
In what directions is this organization being modified 
at the jireseiit time or capable of modification in the, 
reasonably near future Such are the mam questions 
which will be here discussed. Not that this jiroblem of 
goyerriment can l>e examined in entire isolation fiom 
the problems of production and distribution Demands 
for changes in the methods of oonducting industry are 
111 practice mextneablv hound up with dimiands for 
changes in the apportionment of its product. .\nd 
neither tin' predominant fomis of industrial org.imzation 
nor the manifold schemes for their supersession or 
improyement can be ideally understood or fairly judged 
unle.sH we haye at the back of our minds a ])icture of 
Man, eager to enjoy and to begm, lodged precariously 
on the surface of a finite pi,met, and arguing distiactedlv 
with blind forces the iteinal qiie.stion of his d.uly 
bread 

But for our present pur[io'.(‘ these jirohliuiis of produc¬ 
tion and di.stnhution mu-'t be kept .somewhat rcsidutcly 
in the hai kgiound. \iid theie is anotluu' houiulary also 
whndi we must eudeatour not to cioss, ]f w(> are going 
to u.se the phrase “ control of industry ’ at .ill, we c.mnot 
make too early a distinction which though familiar is 
ptill often neglected the distmetion bi tween wliat 
may he called respectively “ jiospive " aud “ negative ’’ 
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control. Wo h.u'o to (iisco\or how our iiulu.strial order 
work.s and wlio work-; it., and not how it-; workiii;' is in 
\ irioiis Illa!lner^ and for variuu-' [nlr]M>■'l'^ inhilutod and 
cht'ckt'd. lly an idihoratc' coih' of comiiu'rcial law, 
coinpaiiv Liw, factorv l.iw and mi foith, the iiiodi'rii 
State fetters in nunieroiii wavs the actions of tho.'-e who 
are actuallv responsihli' for tin- c(induct of hiisniesH 
Hy iiiean.s of an intrie.ite le'twork of written and un- 
written ronvcnitum, of ojmui and invisilde pres.sure, 
organized Labour limits the conditions under which 
work can be carried on. Hut it is onlv in .so far a.s the 
State or Laljoiir aetuallv .is.snnies or propo.ses to assiiine 
res|K)nsil)ility for getting things done, as contrasted with 
setting liniits to the methods of their doing, that the 
operations of either will come within onr scope, lleie, 
ag.iin, the line will sometimes be ditlieiilt to draw , 
control which in ungiii or piirjMisi' is neg.ilive and 
ol.lstructll'e mav de\eloji bv the f(iree of elellts into 
control which is positise and const.ruetiie , but unle.s.s 
such adistinction is m.ide. our e.ins.is will become o\ei- 
crowded, and the siiriutieanl outline of the industri.il 
structure impossihle to preserve 

One more m.itter of detlmtioii “ Industry ” is an 
elastic word, c.ipable of v.irioii.s bre.olth.s of meaning 
In the title of this book it l.s llsisl to co\er the whole 
senes of processes by which desir.ihle things are e.xtraoted 
from the t'arth, f.ishioned and transformed bv man, 
earrn'd from jilace to place, and stored through time, 
and placed m the hands of those who are ri'ady to jiay 
for them Hut il w,ll sometimei he consement to use 
tlie word more n.irrowly,and to deieloj) our argument 
and aiialvsis with refen nee only to the second of theae 
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stages, commonly called manufacture, since it is there 
that the distinctive features of the modem industrial 
order are often most clearly revealed. 

§ 2. The Underlying Principles of Modern Industry. 
When we take a first glance at modem industry with a 
view to discovering the method of its government, the 
first fact which strikes us would be startling, if it were 
not so familiar. It is that the most obvious economic 
problem which confronts the inhabitants of any country 
or of the world as a whole does not appear to be 
submitted to any deb berate or conscious decision at all. 
That problem is to determine how the hmited natural 
resources of the community, its limited flow of savings, 
its limited equipment of human brains and hands, is to 
be allocated between the infinity of different uses in 
which they are capable of yielding a harvest of enjoy¬ 
ment. In the mam this momentous decision is left to 
the operation of what are somewhat vaguely termed 
natural forces, acting through the desires and activities 
of disconnected individuals. The final arbiter is the 
scattered army of consumers, whose freely expressed 
preferences and aversions attract and repel the com¬ 
munity’s re.sources in this direction and in that. The 
irameibate agent is the more comjiact but still very 
heterogeneous company of the leaders of business, who 
severally decide what shall be jiroduced and in what 
quantities, in accordance with the evidence that reaches 
them of the desires of consumers. How Value or Price 
stands at the centre of this system, or lack of system, 
acting as finger-post or danger-signal to consumers and 
producers, and exerci.sing a sway more absolute than 
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that of an oriental emperor or Russian Commissary : 
how the use of Money m the main oils the wheels of the 
machine, and in detail often throws it out of gear : the 
merits and defects of the whole arrangement—these 
things have been broadly discussed in the first two 
volumes of this senes. In this volume we shall be 
concerned in the mam with narrower issues—with the 
nature and composition of that conijuny of immediate 
agents who direct the processes of business, none of them 
(in his business capacity at least) visuahzing the economic. 
])roblem of society as a whole, but each working m his 
own comparatively narrow fiehl. Rut now and again, 
even in our study of w hat is, we shall become aware that 
various agencies notably the powers of Finance and of 
the State are sometmieh niori' concerned than would 
at first sight a]i|S‘ar with the major problem of indiistnal 
government • the propiT allocation of society’s resources 
between difTerent um’S and occujiations ; and wh<“U we 
enter the realm of speculation, we must not shut our 
eyes to attsmijits to deal with this larger issue as well as 
with the second,iry matter of tlie actual conduct of 
individual branches of husinesses. 

For the present, liowever, it is on this secondary matter 
that we must concentrate our thuuglits , and it is a 
sufficientIv complicated one. Even if we confine onr 
view to \\cst<’rn cmintries and modern times, t.he fonns 
of business org.uiization which lia\e been actually tried, 
to say nothing of those which havi* iieeii suggested, are, 
very numerous and diverst*. And there is a further 
difficulty. As 111 jiolitics .so in industry, we may study 
e.arefiilly the external forms of an institution without 
being much the wiser about its inner nature—about the 
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processes by which decisions are really reached or the 
hands in which power really lies. An industrial label 
such as “ joint-stock company,” to take the most 
important example, may bear very diflerent meanings 
in different instances. Moreover, tho.sc who have the 
most accurate knowledge of the way industry is 
really governed are often least able or wnlhng to impart 
their knowledge in words. The result is that we have to 
deal, and deal to some extent in the dark, not only with 
great varieties of external organization, but with still 
greater varieties of mdustrial practice. 

Into this labyrinth w'e may take one clue, which wall 
serve us in good stead. Most readers will remember 
being restrained in their youth from the pursuit of 
desirable courses of action by the quotation of admoni¬ 
tory proverbs : and they may remember further that 
some of these proverbs had a habit of going about m 
contradictory pairs, so that action in any direction was 
made to seem dangerous if not impossible. It is one 
such pair of contradictory proverbs that furnishes the 
key to the conqilexities of modi'rii industry. ” Many 
hands make light work ” . “ Too many cooks spoil the 
broth.” How reconcile tlie implications of these two 
ajihorisms, eacli in it.s way so sensilile 1 The answer is 
that in modern industry thi'y are not reconciled : and 
their mutual conthet is the source of the pcrjxitual 
shifting of the sands of industrial structure. It will be 
oonvoiuent to introduce at once and to use frequently 
two teehincal terms, which are used in scientific writing 
with various sliade.s of meamng, but which we may 
fairly pm down, for our purposes, to embodying the 
sense of these two proverbs. The first i.s the principle 
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of differentiaiion —the principle that if there is a c-oui- 
plex job to be done, it will bo done quicker and better 
if each of us concentrates upon a sejiarate small part 
of it. The second is the pnncqile of integration—\\i(^ 
principle that things get out of hand if too many {>eople 
are meddling about with them, and that sometimes, as 
most of us have on occasion irritably remarked, “ If 
you want a thing pro[>erly done you must do it yourself." 
The greater pirt of this book will be devoted to analysing 
the structure of industry m tho hght of these two 
principlo.s, and interpreting its de\tlnpment8 in terms 
of their continual clash. 

§ 3 . The AiUecidenls of Modern Capitalism. But there 
IS a preliminary task to be ]M'rformed This is one of tho 
departnient.s of economic study vliich it is most difiicult 
to understand, and least desirable to apjiroach, excejit 
through the path of histoiy. Unless we have some 
idea of how, and in response to what circumstances, the 
present organization of industry came into being, wc 
shall neither be able to sec it clearly nor judge it fairly. 
It is not indeed nccoesary, though it would be instructive, 
to transport ourselves to pa.st civilizations or remote 
ehmes, and seek there for parallels or contrasts to our 
own way of doing thing.s It will be. sufficient for our 
jiresent purpose to glance at the industrial structure of 
Western Euro]>e, or indeed of England, in the Middle 
Ages, and to trace in the briefest outline the stages by 
which the. phenomenon known as modern capitahsm 
grew from tho.se early beginnings.‘ 

‘ For a rnast<*rly survc) of 8ul»jpct, the hludt fit nhoultj turn to 
A^hl* rrnn-iii} ir OrgfintZ'iltnn of England 
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In the development then of Europan industry since 
the Middle Ages we may follow the economic historians 
in (hbtmguishing four mam stages: but it need hardly 
be aiud that in ho meagre a sunmiary they must be 
distinguished with a sharpness of outhne which they do 
not exhibit in the actual course of history, w'here they 
shade gradual y into one another, and overlap one another 
often by several centuries. 

The iirst mam stage or type of industrial organization 
IS what IS called the “ family ” or “ household system.” 
Under it each oidmaiy family or household [irovides, 
^vlth a few mevit.ible exceptiouH, for all its own vants— 
laises its own IihhI, makes its own clothes, provides its 
own household utensils and so forth. Even here, of 
cour.ie, tlu'ie IS soinr diilerentiation —the natural and 
obvious division of labour between man and woman, 
lielweeu adult and ehild . .Vdam delves and K\e spins. 
Hut apait fioin tli;^ have a condition of almost 
complete ludintnal intnjrntKin Vtstiges of this system 
of I’ouise reiii.im to tlie ])ie-riit (lay. Cert.un industrial 
jiruce.s^ea, Midi as tile appliiMtioii of idacking to shoe- 
leather or the mflLsloIl of te.^dea^e.'^ With hot water, 
ail' coiniiioiilv perfiiriiird lor the cousuiiht eitliei bv 
hiniself or 1)V tlioM’ to whom he la bound lyv ties of 
alleetiou lathei than of eouunerci', oi at the leinote.-t bv 
a doiuestie, .'■enanl , and lu .■'Oiiie p.irts of t!ie country 
nnue eoiiiphex piores.s.'-,, .--uch .is b.ikuig and biewing, 
ale pelf(iiHied bv e.ich lioii-’chold lor itself Ihit as 
regarils the m.un held of ludu.stry the system i.-, of coui.-e, 
obs(dete 

(n) The next iini n type of oigauization i.- known bv 
vaiioiis uame,', of whicii tiie “ iiaiidicralt si.^leih’ is 
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perhaps the niimt expu-.v^i\i' and comp oIiciimm' It is 
marked bv the general application of the principle of 
dillerentiation. A man hpecializcs on some jiarticular 
line of woik he becomes .i \\ool-\\orkcr, or a metal- 
norkor, oi a stone-worker, he no longer mi]1[)Iics onh/ 
Ills own needs or a!! liis own needs, but li\'es largely by 
e.xchauging his [irixlucts for tho.'-e of other jicople. 
S'lrvn.il' of this t\[>e of orgam/ation mav bi’ found in 
the artist or the \ilLige bLu ksinitli, working as his own 
mister and disposing of his own proiiuct. 

Witliin this m.iin st.oje of ludustnal development it 
is jiossible to dlstiimuisii liistoi ic.ilh (our Mlb stages, 
which are .iL'o of aiuivt e.d luteii-st In tiie I'u-t, the 
simpler kindsof V lll.ier ( laftsm.ui h.lV e bee II ditb I en' laled 
the Minth, the m.isi 111 , .viid 'O fill 1 li Init then m.i'ket 
Is stdl pr.o 1 11 .illv eollilU'-d lo then fellow -v ill Igers or 
immediate neathbour- In the seeond eommiinu atmns 
bv load oi river li.iv r iiiipiov i d, -ei ui it v i> gii ah i, and 
llie malkit foi eaeli -epai.ih- plodin t tlieiifoir wider 
The elansmill have bt'UUll to e.inglegati 111 the towns, 
and t h' liioad >iitlereni lat ion bi t ween town and e.oum ry, 
lietwerli Hi thufai 'llh- and aerirul'Uie, hi- liei ome 
,111 pa lent \ ml I he tow n- i hem ■( Ive ai I o sume e.vtent 
sp.’i lall/llig o;i dltleii’iii prodliem and e\( haligllig wlllt 
one allot ii'-r a mi with o'hii towim bevond tlm seas 
In the t.li id s|ib 't,i',;e, di iTi'leiit lat loll has beeoliie 
la. a I -1 oniple\ .itid t 111 ci.ift s moi e numeroim 1 hey liavc 
belli spin, O' It well', bv VeliiC.d llUe,- tlaUe ale no 
longi-r siiiijilv met d-w111kers, but cutlers, armourers, 
s[eirri. rs, and su forth, e.ti h jieiformuig a di-tinot kind 
of iiml il-work I'liit lie y have al.-o been split, a*- it were, 
bv horizontal hues , tie-ie .ni not simplv wool .voikers, 
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but spinners, weavers, fullers and dyers, each work¬ 
ing at a separate stage of the preparation of the 
wool for wear. The fourth sub-stage is one of thoec 
curious reversiils or backwashes which mark from time 
to time the course of industrial evolution. Industry has 
to a large e.xtent flowed back from the towns to the 
country--has become decentralized and diffused. The 
elaborate differentiation of crafts continues, but there 
has been some reintegration of each of them mth the 
prim®val craft of agriculture: the craftsman has 
become a farmer m his spare time. 

§ 4. BiTlh of Modern Capilalmm. (in) When this 
point has been reached, industry is ready for entry into 
the third of our mam stages, the characteristic feature 
of which IS best brought out by some such name as the 
“ inerchanting system.” For when the individual 
pioducers aie scatti'red all over the country, and no 
longer conciuitrated in certain spots where they ran 
easily be found by and b'ep touch with their customers, 
the final stage of industry in the broad simM’'—-the 
speeding of goods into the hands of the consumer— 
naturally falls, as foreign trade ha.s long ago fallen, into 
the hands of a special cliss of inerchants. W’e cannot 
entei heie into the step.s liy wlneli in dilferent trades 
this inerchanting el.i.s.s .successively acquired control 
first of the disposal id the linislu'd jiroduet, then of the 
provision (d the raw m.iteii.il, and (iiial!\ in some easi's 
of the iintnuiients of production with which the rr.ifts- 
man woiked. But it is oIimou-^ tliat w’e aie Iieie f.ice to 
fare with ,i vit.dlv important application of the principle 
ol ditleientiatioii the dnisioii of function between 
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those who initiate and control, and tha'^e who oxecute 
the actual kbour of production. Not of course tliat 
this division here apjiears for the first tune, even in the 
modern world. There had been serfiioni and servant- 
hood m the e.statea and liou.ses of the great; and under 
the handicraft svstiun the jirosjx'rous craftsman had 
long einjiloyed a few labourers in his hoiiM' or workshop, 
lint under the nierclianting svsnun this division of 
function between those who plan and tho.se who toil 
as.siinies a new iinpoitance. The er.vftsniau still works 
in his own limise, undor his own supervision, and sonie- 
tanies with his own tools but hi' works to tlie order of 
a merchant, and his st.itus is, m sonir resjircts, but 
little removed fioin that of a wage-earner 

Tins tvpe of org.unzation continued e\'en in biiiglaiid 
to ]ire\ail over .i eoiisiderutile part of the industrial 
Hold till well on into the nineteenth century, and o\cr 
a more restricted but bv no me.uis negligible field it. still 
]ire\,nl-, to-dav In tlw elothmo ti.nle of London and 
othi'rureat townsand in such tr,tdesasglo\e-m:ikingaiid 
l.iee-inaking m the countiy distru ts mudi “ homework ” 
of this kind IS done liy seii''-independent producers. 
Working to the older of some kind or otln'r of ahsentee 
coiiti.u'tor lint as evervbodv knows, in the late 
eighteenth and earlv nineteenth ci'ntury in Kngland, 
and at a somewhat liter date on the Coutinent and in 
the Xi’w World, the most impoitant regions of industrv 
began to fall under the ,swav of the fourth and last of 
onr mam stage.s of imiustnal organization- the so called 
'■ factory system.” 

(iv) From the technical point of view the leading 
feiture of the factory sistein is the sulistitution of the 
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complicated and expensive machine, driven by steam or 
some other mechanical power and merely fed and guided 
by the liuman hand, for the simple hand-driven tool. 
From the point of view of organization, its leading 
feature is the regimentation of large bodies of work¬ 
people under conditions of routine and di.scipline. The 
organizer of industry ha.s become no longer merely a 
merchant giving out contracts, hut an employer and 
manager of men, is.sumg orders : the semi-indej)endent 
craftsman ha.s become a wage-earner, a private in the 
industrial army. 

In manufacture these changes involve the concentra¬ 
tion of workpeople into centralized e.stablishments or 
factories , imtiuolhei luaiielies of industry in the broad 
s'ui.si', .siieh as rail wav transport, the workpeople may 
remain uidolv .seattaied lu spaci' Further the change 
in trcimique (Hid tile chatigi' 111 organization do not 
ahsas's go togethei • ttirm weie factories (though not 
mauv) hi'fore there were m.ielnnes, nor i,'- there much 
machmeiv emploved, .'-.iv, in llarrod’s or the Bank of 
I’lngluul , on the other h.iud, theri' h.ive tiemi machines, 
Htu'h as the spinmng-jennv or the Slieflielii grinder’s 
lathe, cajKihle of heing worked .-iiect'ssfnllv hv isolated 
]iroilueers m their ovii lioiues It iv not alwavs ea.sv to 
HaV, therefore, vhf'n* the faetoiv .''V>teni hi'gins or ends : 
l)Ut from our jioiiit of \ie«, the point of \ lew of 
organization, us distinctive m.irk must he t.iken to be 
not the four walls (>{ the faetorv, nor even the use of 
niaeliiuerv and mechanie.d pouci, hut the sljarjmess 
of the cleavage Ix'tween the few who command and the 
miinv w ho obev 

It IS no part of the purpose of this book to describe 
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the long and complicated sorioa of technical inventions 
which marked and eont.iiuies to mark the triumph of the 
new order of induRtrv Rut there is one jaunt winch is 
vital to what follows. There is not much reason to 
suppose that in hlngland at the end of tlu' eighteenth 
century mankind suddenlv lieeame tenfold cleverer and 
more ingenious than he had ever been before. It was 
rather that varimm weights and repre.v.sions, so to speak, 
were rtunoved, and the age-long advantages of eLilxuate 
diiTorentiatum and soientifie method allowed at length 
to tell to the full. Peace and securitv at home led to the 
accumuLition of savings tw persons able and willing to 
use them in exjs'nrm'Uting with new forms of industrial 
technique and orgamratum • emujiiest. and discovery 
aliroad led to a eolo>v.il widening of the jioteiitial market 
for the jiroduets of a liighlv dilTfreiitiated industry A 
revolution m ro.ul and ean.d transport pna-eded, in rad 
and sea transjiort followeil, tlw rcv<ilntion m mamifae- 
ture Population found in t-lie (hniaiuls of factory 
industry an outlet for its long-thwarted impulse towanls 
expansion : and the growth of jiopiilatioii g.ive rise to 
an aggregati' of wants wlmdi could be s.itisfii'd liy no 
other methods tlian tho'-e of faetorv iiidustrv And the 
experience of Piiglaud in the.se resju'cts ii.ts boen repeated 
with variations in otiier ('.oiintnes. 

It would be wrong, therefore, to reg.ird the " factory 
systeni,” with all tho.se attendant devices and complexi- 
tn‘.s which w>' are about to stndv, as a fortmtmis bye- 
piodiK't of tlu' brains of a f'artwright or a Watt It 
seems ratlmr, given the neeessarv conditions, to have 
been tlie natural outcome of th" colleetive genius of 
scheming, comfort-loving, jihiloprogcmtive Man It 
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may be capable of preflent modification in a hundred 
ways, and destined eventually to disappear : but we 
cannot suddenly scrap it while the rest of our contbtion 
—our numbers, our nature and our knowledge—is what 
it is. 
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LARGE-SCALE INDUSTRY 

“ I only meant that I duln’t undemlaiul, aaid Alice 
", Why one to come and one to f;o i ” 

"Don’t I tell you '’^ai.l the Kins impatientlv " * 
have /ICO— to fetch and carry One to fetch and one to 
carry.” 

Throwih the loobng-ijlnss. 

§ 1. The Dimion oj Lakntr We innv now jirocood to 
exaiiiiiif’ in tletail the workiug of the two conflicting 
principle -ditlereutiation and integration in modern 
industry And wo may start with the tendency to 
diflorentiation or Hjx'oiali/.ation of human beings and 

machinery witliin a aingle finn. 

The broad advantages of what is calleil tlie division 
of laiioiir have long been understood and often explained, 
Init it will be convenient to summarize them here (jiioe, 
for all. First, it gives scope for the most fruitful employ¬ 
ment of special natural a])titudea A light hand, whether 
for riding a horse or making a cake, an accurate eye for 
knocking in a nail, a quick ear for detecting the apjiroach 
of submarines—such things are in some degree bom and 
not made. How far any given industrial system really 
provides opportunities for the best utilization of particu¬ 
lar natural talents, and how far the lack of niobibty, 

15 
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the tradition of following a father’s calling or other such 
factors stand in the way is another matter : but the 
existence of specialized callings is a necessary condition 
for making the best use of human power. 

(ii) Secondly, and more important, the division of 
labour promotes the development of natural aptitudes 
by those who possess them, and the acquisition of special 
skill by those who do not. There is no need to labour 
this point, which is capable of ceaseless application in 
daily life. A large part of the process of education and 
training, whether general, military or industrial consists 
simply in the transfer of as many actions as possible 
from the realm of conscious efioit and brainwork to the 
realm of instinctive and unconscious performance. 
The most efficient man is often not the man who thinks 
most but the man who performs most with the least 
expenditure of thought. “ Operations of thought,” 
says a distinguished mathematician, in explaining the 
advantages of the lingiiage of mathematical symbols, 
“ are like cavalry charges in battle ; tliey are strictly 
limited in number, they require fresli horses, and must 
only be made at decisive moments.” Anyone watching 
a workman perfonning a speciahzed modem industrial 
proce.ss may well recall Mr. Belloc’s lines describing the 
way the water-beetle walks on the surface of the water, 
and concluding, “ But should he ever stop to think of 
how he does it he would sink.” It is obvnous that this 
process of converting conscious effort into unconscious 
performance is made immensely easier if the field to 
which it has to be applied is Lmited by the division of 
Liboiir. And it is obvious also that this result of the 
division of labour, while undoubtedly advantageous from 
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the narrowly economic point of \’iew, presents dangers 
from the broader standpoint of what constitutes a 
reasonable human life. 

Thirdly, division of labour onablc.s a man to be 
continuously employed on a single job, and so to save 
the actual loss of tunc which is involved in passing 
from one job to another -lioth the delay physicAlly 
necessary, and the further (hdav to which the average 
man almost necessarily succumbs in fmi.shing up one 
task and buckbng down to another. 

Fourthly, division of labour facilitates the continuous 
employment not only of the man but of the, tool. Even 
in a primitive state of the arts of production, a tool is 
nn expensive thing, involving the locking-up of a certain 
amount of capital: and if A and H and C each kee]> in 
their homos a spimung-wheel and a eohbler’s hist and a 
plane, each of which is only used for a part of the day, 
there will obviously lie a wa.ste of capital as compared 
with an arrangement by which each of the three has 
one of the tools only, and works his whole tune ujwn it. 
And this consideration obviously becomes of greater 
importance with every increa.si' in the elaboration and 
o.xpen.sivenesR of the instruments used. 

§ 2. Standardization. Such are the broad advantages 
of the division of labour. They have long been recog¬ 
nized : but they have been exploited far more fully 
than ever before in modern industry, whose tendency 
is ever towards a more and more elaborate subdivision 
of processes. The typical modem workman is specialized 
not merely to a single craft, but to a single tiny process 
in a single craft. The main impulse towards this 
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development is given by the fourth of the general 
advantages of the division of labour detailed above— 
the advantage of keeping a specialized and expensive 
instrument in full employment. With the invention 
of complicated and accurate machines, themselves made 
by machinery and capable of reproducing all but the 
most subtle and delicate movements of the human hand, 
the need for purely manual skill in industry has on the 
whole declined; how far it has been replaced by the 
need for a higher level of general intelligence is a matter 
of controversy. But in any case the main object of the 
division of labour is no longer so much to develop the 
dexterity of the human operator as to enable the 
continuous employment of the highly specialized 
machine. Industrial progress consists, therefore, at the 
present day, largely in the continuous advance towards 
a greater and greater measure of what is known as 
lUindardizniion. Indu-strial operations are made as 
uniform as possible and reduced as Lar as possible to 
routine : they are split up as completely as possible into 
their component parts, and each part is taken over by 
a separate machine. 

This principle of standardization ha.s been at work 
ever since the invention of machine-made machinery 
a hundred years ago : but it underwent very rapid 
development during the great war, when its rigorous 
application was responsible for the iminen.se productivity 
of the Briti.sh munition factories and the American 
shipyards. It receives a familiar embodiment in the 
Ford motor-car, and its continuous extension over the 
whole field of industry occupies the attention of many 
of the most energetic business leaders of to-day. In 
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particular it plays a part in that important body of 
industrial doctrine and practice which originated in 
America some twenty years ago, and which is known aa 
Scientific Management. That movement indeed does 
not concern itself only with machine work ; some of 
its earhest and most famous apphcations were in the 
field of purely manual work -tlie laying of bricks and 
the loading of bars of pig-iron. It is concerned with 
hamiiicrmg in and con.''olidating the first thrM as well 
as the fourth of the general advantages of the division 
of labour. It aim.s at making a careful study of the 
inovemeuts actually required fur js rfunning any job 
with the least e.vis’uditun' of elfort, and at instructing 
aud training the workmen to m.iko the.se inovements and 
no others it .seeks, that is, to realize to the full the 
saving of energy, time and thought which the ibvisioii 
of labour ri'iith rs po-N'ilile. It, seeks also, Iiy a careful 
htudv of the capacities and a])titudes of iiub\idual 
workmen, to employ them on tlie jolis for winch they 
are most suitable, giving the more skilled joh.s to those 
who adapt themselves easily to its teachings, and 
relegating those who jio.ssoss, iii its oiiguiator's words, 
“ the mental make-up of an o,\ ” to apjiropnaUdy lioviue 
jobs. But hv the same methods it cUiin.s also ts) reap 
to the full the fourth mam advantage of the division 
of labour, by ensuring the most skilful and continuous 
ofH'ration possible of c.x[)ensive machinery. 

There are, indeed, fomiidable obstacles to the complete 
\ietory of the jjriuciple of standardization. Manu- 
f.icturers arc .sometimes conHervativo aud unenterprising. 
Coir'Umer.s, whether individuals or bu.sines8 concems, 
e.xhilut annoying vestiges of individuality, aud insist 
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on having things made to their own specification, 
instead of evincing the enthusiasm which might have 
been expected for standard ships and locomotives, or 
standard boots and clothes. The craftsman who has 
given a lifetime to the mastering of a skilled job resents 
seeing it broken up into a number of semi-skilled opera¬ 
tions, each capable of performance by a relatively un- 
intelhgent man working a highiv intelligent machine. 
But on the whole standardization wias. Even when the 
nature of things or the caprice of purchasers docs not 
allow uniformity in the. final product of an industry, there 
are often component parts and proliniinary processes 
which admit of complete standardization. So long as 
the main task of industry is the provision of increasing 
doses of solid comfort for teeming populations, so long 
there must be a jiowerful drive towards the spread 
of “ mass-production ’’—the out-turn of masses of 
indistinguishable goods by iiu'thods involving elaborate 
specialization of labour and appliances. And to this 
necessity all devices, actual or suggested, for the 
government of industry must conform. 

§ 3. Standiirdizalion and the Size nj the Business Unit. 
We must now pass on to notice an important result of 
this specialization and standardization of the work of 
men and machines. Tins is that on the whole there is 
a tendency for jiroduction to be conducted on an ever 
Lvrger and larger scale - for the Large concern to oust 
and supplant the small. This result, like all the preced¬ 
ing developments of industr)', is conditional on the 
growth of communications and the widening of markets. 
It will not pay a man to buy a m'I (d ^hocmaking tools 
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and Bet up aa a shoemaker unleas he sees a proepect of 
doing the Bhoemakmg for a fair number of his immediate 
ueighboum. But etiU less will it jiay a firm to instal 
an elaborate machine which is onlv adapted to perform¬ 
ing one-hundredth i«irt of the whole procebB of making 
a pair of boots unless it sees a reasonable prospect of 
disposing of a very Lirge output. But conversly, once 
a firm has exhibited the euU'rprise and acquired the 
capital necessary to instal a large number of such 
machines, it will extend ita iiuirket, eveu 14 the face of 
difficulties of transport and coininunication, at the 
expense of a smaller firm which has not lieeii able to 
make the nece.ssary exjH'iiditure for it will la* able 
supply a greater variety of goods of a more finished 
quality at a lower price. 

A large firm then cau introduce moie highly siiecialized 
machinery, and keep it occupieil more oontinuously 
than a small : and the same is true, though jirobably 
less important, of highly b[H'cialized labour. The 
resultant tendency towards large-scale production is 
on the whole general throughout iiidu.stiy, ‘hut it 
operates with very diflereut force in different trades. 
When the “ machine ” lu question, to use the word in a 
very broad sense, is a very lirge and cumhious and 
expensive aflair which is absoluU'ly essential to the, 
work in question, such ms the pLint required in a sugar 
refinery or in a stecl-rolhug nulls or the jiermaii' at way 
of a railway, the tendency is irre.sistible. But in other 
instances the spcciahzation of processes and machinery 
may well be accompanied by a spcciahzation of firms. 
If a small firm tries to compete with a Large over the 
whole range of products turned out by the latter, it will 
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go under: it will not be able to employ continuously, nor 
therefore to instal, equally efficient machinery. But if it 
is content to specialize on one small process, say on the 
manufacture of a particular part of a watch or of a 
motor cycle, cither trusting to the general operations 
of commerce and advertisement to secure a market or 
working by special arrangement with and for a larger 
firm, it may well be able to maintain itself successfully. 

On the whole, however, specialization and standardiza¬ 
tion undoubtedly increase the advantages of the large 
firm over the small. We need not stop to examine the 
apphcation of tiii.s principle in detail m trade and 
transport and agricultuie as well as in manufacture: 
but it is just worth noting, by way of example, that in 
retail shop-keeping the specialized shop window’ plays 
Hoinething of the p.irt played by the specialized machine 
m manufacture. Everyone can tell the dillorence in 
effectiveness betw'oen the elaborate series of tableaux of 
hothouse flowers, kdies’ blou.ses and so forth which 
goes to make up the frontage of a big Department Store 
in London or New York, and the higgledv-piggledy 
profusion of cheese and candles in the single window of 
the village shop. 

§ 1. T/ie Dtcisivn of Bruin-Lubour and the Size of the 
Bustnes.i Unit. It would be a mistake, however, to 
su])pose that t*lie great size of the typical modern firm 
is to be explained only or ohielly by reference to its 
advantages in the specialization of machinery and 
manual Labour. In most trades convenience sets a very 
definite limit to the growth of the mthvidual producing 
pLiut , to be efficient a cotton null or an engineering 
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works must be large, but it need uot aud should not 
be gigantic. But the size of thejfnn is uot hniitcd by 
the size of tlie pknU ; aud the typical large manufactur¬ 
ing unit of to-day is a firm which owns, uot a single 
gigantic factory, but a number of factories of consider¬ 
able but not enormous size, possibly situated close 
together but quite possibly scattered over the face of a 
whole coimtry or indeed of the whole world. 

To understand how this occurs, we must pass on to a 
further apphcation of the principle of differentiation. 
It is obvious that the broad advantages of the divnsion 
of labour—the right employment of special talent and 
the acquisition of sjiecial skill and rapidity in dealing 
with a limited range of problems and situations— 
apply at least as forcibly to labour with the mind os to 
labour with the hands. From top to bottom of modern 
industry this principle of the spciahzation of brain 
work finds en^ess application. Among the supreme 
heads of a bu.siness—the partners of a private firm or 
the directors of a joint-stock conqiany - one may devote 
himself mainly to the technical asjiects of a business, 
another to its commercial and fumncial policy. Further 
down in the scale, the works manager of a modern 
concern, who is responsible for the actual conduct of 
])roduction in the works, is an entirely different person, 
differently trained and with a different staff, from tiie 
head of the sales department and from the chief 
accountant. To pa.ss further down again, the commercial 
traveller would find him.self utterly at sea in the account¬ 
ant’s ofiBcc, or the foreman of the foundry in the pattern 
shop. Indeed, even within his own narrow kingdom the 
foreman has, in a few modem businesses, been shorn of 
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much of his undifierentiated glory. The strands of his 
miscellaneous authority have been sorted out and placed 
in separate and more specialized hands. It is no longer 
for him to tell the workman what job to do next—that 
is done by the Planning and Routing Department, whose 
written instructions or living emissaries leave him little 
or no discretion in the matter. It is no longer for him 
to tell the workman how the job should be done—that 
again is laid down on an instruction card or communi¬ 
cated direct to the workman by a band of itinerant 
experts on particular aspects of the work to be performed. 
In some cases of Scientific Management, all that is left 
of the general all-round foreman is an expert in discipline 
—a specialist in the bullying or soothing of men. 

It is evident that the ehiborate division of brain work 
is a powerful force operating on the side of the large 
firm against the small, and tending to increase the 
average size of firms. This is very clearly seen in trades, 
such as those engaged in the working up of coal-tar 
products, where success depends upon the eSorts of a 
host of narrowly specialized research workers, each 
working on a separate line of enqiury, but in strict 
co-ordination with one another. “ An army of high- 
class chemists, such as won the success of the chemical 
works at Ludwigshafen, or tho.se at Klberfeld, is as much 
beyond the reach of a man of moderate means as is the 
plant needed for making armour plates.” ' But the 
same principle can be seen at work over the whole field 
of industry. The small employer who has to supervise 
his own workmen, to do his own buying and selhng, to 
keep his own accounts, to devise his own methods of 

1 M4nbAll, Trad4 and Induttrij, p. HU. 
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hypnotiiing the consumer, is cloArly at a grave dis¬ 
advantage compared with the largo firm which can 
put each of these activities in the hands of a specialised 
staff. To segregate problems of technique from problems 
of finance, to deal in Luge figures with buyers and sellers 
and transport agencies and banks, to Ih^ free to shako 
one’s wings and scan wide horizons and harbour deep 
designs—these arc mighty weapons in the, comjietitive 
struggle, even though the actual ptiysical work of produc¬ 
tion IK best earned on in e.stablishnients of moderate 
dimensionH. It is the economies of Luge-Kiale govern¬ 
ment rather than of large-scale techimiue which dictate 
the size of the modern busine.''a unit. 

Not that even here the advantages are all on the side 
of size. In a Luge bii.sim'ss many matterH havi* to be 
embulniod in routine which in a small one can he left 
to impromiitu and nitellig*'nt decision. Lo.vi of touch 
with detail is the jince whieli all but the greatest must 
[lay for freedom to conccniiate ujion liroad is-siies. 
Even the siqireme gift of leadi-r.ship, the gift of choosing 
your suhordinatc.s rightly and of trusting them when 
chofH'ii, i.s not a coiiqih-tc iii'<uraiice against mishap : 
and those who cannot sec the tices [or the ssaiod may 
hometimcH stumble over an ugly loot. In some branches 
of bu.smesH there is no Milsstitute for the, ubiquitouH eye 
of the small master, liis (ir.^l-hand acquaintance with 
detail, Ins (brcct touch witli employee and cuHtomer. 
In agriculture in [larticular the tide of large-scale 
production advance.s but Hlowly. Some of the great 
staple tropical crops, hke tea and tobacco, are, it is true, 
produced under conditions closidy analogous to those, of 
large-scale manufacture ; but in mo.st parts of the world 
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wheat iu'ining is conilucted on a relatively modest 
scale, and the cultivation of minor products—milk and 
fruit and vegetables and so fnr1-h—under conditions 
reHembling those of the handicraft or the merchanting 
rather than those of the factorv svstem. It is true that 
the teelinical econoniics of the divMou of labour are less 
pronounceil than m mamifactuie • for a man who could 
only jiloiigli or onlv re.ip would not be much ihe on a 
farm. Hut on the wlioh' there is much scope for the 
employment of ^[)eeiah7,ed labour and still more of 
e.xpmisive and specialized maeinnes, atnl it is difficulties 
not of terluiKiue bill of ei)ntiol winch inhibit the growth 
of faims I’lie gei,eiapli!ivil area ocar which control 
must be e\i‘i('hed b So wide, the jirld^ winch conijiose it 
so dwerse in then lemperament and their needs the 
crops wlneli It viel(H Ml toiieliv and exacting m their 
demands [or jiemoual atleniioii Tlub ,is in inanuLiotiire 
it IS t-iie Innit to the ec(inoini<' of Lirue-vcale go\ernment 
and not of Urge-.scalf tc'(dinii|ue wimdi dictates tlie size 
of tlie producing null. Imt uiddo' nianuLictunp agii- 
eulluK niib iis he.id into the i.einrr h.iinei hmt 

I’hus the h.itth' li'-tween the tinn and tlie sHiall 
b Hot one winch is e\ei fip'miit III a definite [inish, or 
w.i'p'd w !ili siniiLir fortune lU' ajl p iiS (d the indu.stiial 
(bid Ihn on the whide in tj.e modem World tlie race 
is to the sUifl , and tlb batth' to the stroll". 

n 
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" 1 whIi wo'i!i!;i t . . --n ' Hjiiii till' lOriniiusc 

" 1 cun liiiriii\ !'!«■ I'hi' 

'1 uui t 1.1 :)i ''.U'l V'''*’ \ 1 r\' iic’cImV ' I m 

.I:.-' '■ .1 !■ I n'wi 'I/I H 

1 1 ht' I.i'i'dli'jitiiiH !■/ Iiid'i-'r/ I’tic pncrdin).; 

chiij'tcr ii.i.'' Im'cii (Ic.iitcd t'l I hriMil mriilic nf the 

l/'.'idiiiu' fciituri'' Ilf tin' ' 'X'll’ll In t!in 
(ll.lpti'r llttclii.lnll Ull! he d.lil'.Ml I" a l.l’.IIll'i'! Ilf 1 U!'<- 
(rl!,i!ii''Mi' fiirci"' '.'iliich all' ''t.i'iii'L'lv i'. v.iirL in niniii'in 

iii(lu''tr\', anil nOiiicIi Ihmt .n niii' u.t\ nr ann'lii'r uii the 
jirnhlctii (if It' structure ,iiiil l'"'' inn.i'iit 

I'll!' lir''t Ilf th'"’'' l'' the 1' l.ifeln \ lica.Uifi (lll'terellt III- 
t Kill nr tli \ I'll III Ilf lain Mil 1" • W I eii ill ifi'I I'll! ('I Mint flea 111 
(IhtrK’t'i tliM [iriijieiMM "t j'lrt I li ir 'mle.i- in elin^j 
ami hrei'il .uid ilu'li’r in [iiitMiilat inialitiea '1 he 
(’Hll-a’M of tlim ■-n e Jli'd “ I'h ali/M* lull of indr trv HH' 
MTV varied ami nfien rather in' tiineh hut \\e nnu 
dNtjii^ili'.h hrnadiv hetaeen Ine.ll'/.it'nll due to HM'I'SH 
to hiipplies nf raw material Ineaii/.atmn diK' tn 
ai'Ces' tn '■niirces of pnWet, am! l"i all7;itKill ahull, 
whatever its cause, is rontiDUcd froiii force of habit 
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and from the miscellaneous but solid bouehts which 
it confers. 

(a) The first of these cau.ses—access to raw material— 
has been on the whole m the hist century and a half 
of decreasing iinjiortance. For the immense modern 
develojimcnts of transpert, and communication have 
had a double-edged efiect on localization of this kind. 
On the one hand they jtroiiioled it, for the ])roducts of 
a localized industry coulil he transported great distances 
at, a relatively low cost, and compete siiccessfullv with 
the])roductH of districts le^sfavoured iii natural rcsourci'.s, 
On the other hand tliey told against it, for if the finished 
jiroduct could he traiispoited cheaply, so could the raw 
material, so that nearness to tlu' latter no longer con¬ 
stituted an oi'eriihelining advaiitag<’ Hence sprang up 
that remarkahle state of aihur.s in which first England 
and then Western Europe in general became the work¬ 
shop of the whole world The cotton indu.stry, for 
e.xanijde, became localized at a distance of thousands of 
mile.s both from its chief souiee-- of siijiplv and fiom its 
(diief iiiaikets This kind of anaiiLtetnent has seemed to 
several generations of Europe,u;-- so natural that maiiv 
people are only just hegmmng to realise that it is reallv 
a veiv singular and peril.ips a very unstable one If 
tiaiisport IS for aiiv rea.son upset, or if the comjietition 
of hetter-sitiKifed ei'iitres gives a new prominence to its 
costs, propmipiity to r.iw inatmial again becomes a 
higldy desirable a.sset to the maiiufaetiiri'r It m lieroni- 
ing a distinct source of aiixietv to the Hiitish iron and 
steel industry that it should depend so largely on 
Swedish and Spanish ores , and it is doubtful whether 
a disinterested visitor fimn another planet would 
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approve, a'< the Eni’lisliman cannot but apjirove, of the 
(jiie(V (ii'^peii'vUIon bv whicli Anieru'.ui cotton i.i spun 
luul Woven for Indians in Lancashire 

(b) Access to pinser liiU' been since flie Industrial 
lie\olutioii the must niipoitant- cau-e of the lucalizatioii 
of iiidustrv (’ual, the chief ‘-mirce of power, is lieavier 
and bulkier than most kinds lioth of law material and of 
iihislied proilui 1. and it lias liecoiin' ilieapei in most 
I isrs to lake the i.iw in.iteriiil to tile Coal than to take 
the coal to the raw materi.tl The eeniTal lesiilt has 
been not- so non h a hs ,il;/atiou <if paitn nlai in<lustiies 
in partieuLir spots as .1 lipi'nli/alioii of industiv in 
^I'lleral in till' nei^hholllhood I>f the Cleat Coallields It 
is no aceid>'ut th.i' the jtre.vt maiiuf u turinc eouiitiies of 
tlm niie'ti'iMitli i pciiniv Brilain, ilm 1 mtp d States and 
Geiinam ha\'' bei n the ^nait I oal r.osiiii^ louiitnes, 
oi that s'liolar locah/atioii has taken phns' in each 
Count r\ 

There Is no neeil to (bwelop till' fllthdial fai't it Is of 
mole il.terest to Consider the possibh' eth'i t' on locali/.'l- 
tloll >if the li' W holirces of power whnh l.aSi' lii'colni’ 
availabh’ luthin the ki't tWilitV Vears Oil is, or IS 
hki'K to bicoini-, ea,sier and cheaper to conduct in 
pipediie's and t.ink steniiii-rh thaii eiial in tiueks and 
car^o boats I'decfneilv can be j^iuierated in bulk in 
Central stations, bv water as well as bv coal power, and 
distributed over larne areas Two important reiadts are 
hkidv to fiilhiw at no imnienselv' distant date b'lr.st, 
internationallv, there is likelv to Is- some transferenee 
of the centres of manufacture to countries such as 
N'lirth Ttalv, Scatidiiiavia and New Zealand, which have 
aeces,, to abiuuiant sujtjilies of falling water. Sectuidlv, 
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within each country, there is likely to be some decentral- 
iaation and ruralization of industry comparable to that 
which took place in England in the latter days of the 
“ handicraft system ” (p. 10): for cheap power will 
become available to the owner of an isolated factory and 
even (as in the Sheffield cutlery trades to-day) to the 
worker in his own home. 

(o) Localization which occurs originally for obscure 
reasons of climate or history often perpetuates itself by 
reason of other advantages which it brings in its train. 
Once a trade has become firmly established in some 
particular spot, generations of skilled workmen are 
brought up to practise it from an early age : firms which 
work up its by-products or make the machinery which 
it needs spring up in the neighbourhood: its problems 
become ihe common topic of conversation and saturate 
the atmosphere. Hence anyone who desires to enter 
that trade will do better to set up in that district than in 
some other which is less responsive to his needs and 
where the breeze of interesting information will blow 
more faintly. Localization of this kind shows an 
astonishing persistence in survival: yet once again there 
are powerful forces at work tending to undermine it. 
The obstacles to the transportation not only of machinery 
but of skilful workers are not insuperable ; and know¬ 
ledge can be communicated by telegram and trade 
journal as well as by word of mouth. The traditional 
leadership of many of the favoured manufacturing 
districts of the world would seem therefore to be some¬ 
what precarious. As England in the last half-century 
has had to share her monopoly of manufacturing skill 
and tradition with Germany and America, so it seems 
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inevitable that as education and technical knowledge 
spread east and west, those advantages will have to be 
still more widely shared. It is even possible that the 
part ultimately reserved for the British Isles in the 
scheme of the international division of labour will be 
that of a playground and park and museum to exercise 
the youth and soothe the declining years of the strenuous 
industrial leaders congregated on either side of the 
Pacific Ocean. 

We are now ready to enquire what is the effect of 
localisation on the internal structure of industry. On 
the whole its influence would seem to bo on the side of 
an increase in the sire of the individual firm. Obviously 
if flour-milling is concentrated in a few big jwrts, the 
inducements to produce on a large scale will have more 
chance to operate than if there has to be a flour mill in 
each village. If I.aucaahire spins cotton for the entire 
world, there will be a chance of the emergence of a much 
larger cotton-spinning unit than if each country spins 
cotton for itself. In other words, width of market is 
the essential condition alike for localisation and for 
the development of the large firm, and in giving rise to 
the one it may well give rise to the other. Further, 
firms which arc already localised are more likely to 
coalesce by fusion into a larger industrial unit. 

But this is not the whole truth. In fact, the typical 
Lancashire cotton-spinning firm was till recently quite 
small, and is not even now of enormous size. While 
localization permits the rise of large businesses it also 
permits the survival of small ones : for its advantages— 
propinquity to coal mines and subsidiary industries, the 
existence of a reservoir of skilled labour, an open ear for 

I) 
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the shop, of the club and of the market-place—can be 
enjoyed as easily by the small producer as by the large. 
A small firm which in isolation would go under may 
survive and prosper as one of a cluster. 

The answer therefore is not entirely simple ; but on 
the whole we may say that the local concentration of 
industry has been bound up with the concentration of its 
government into a few' powerful hands. And if, as has 
been suggested above, the ensuing century brings a 
somewhat greater diffusion of industry over the face of 
each country and of the globe, that diffusion may bring 
with it a rather wider di.stribution of the reins of 
industrial authority. 

§ 2. Vertical and httcral Integration in Manufacture. 
The next tendency winch calls for special notice brings 
us at last into touch with the jmncijde of integration-— 
the gathering up into a single hand of functions which 
have hitherto been sejiarated and specialized. A modern 
article by the time it appears on the market has a long 
and eventful history ; like a butterfly it has pa sed 
through a numln'r of stages of devidopment. How far 
are these successive stages of production performed by 
independent firms, and how far are they concentrated 
under a single control ? When they are concentrated 
under a single control, we may say that integration takes 
place : but we must remember that this does not imply 
any reversal of the tendency to differentiation among 
rnachinee, manual workers and the subordinate grades 
of brain workers, which may indeed become more 
elaborate and complete. It is only in the hands of those 
who are in supreme control of the processes of industry 
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that there is any tendency for functions hitherto divided 
to be reunited. 

Manufacturing indui'tnes differ a good deal from one 
another in thi-< re.'-peot The tanner who turns hides into 
leather and the liootmaker who turns leather into boot,s 
are (in England) di.-'tinet (ht'-ous and show no t<‘ndenev 
to eoale.sce Tin' woollen tr.ide was dilTerenflated very 
earlv into the sueci'b.sive .st.iges of spinning, wea\ing, 
fulling and .so fiirth (p lO) lat.-rtiie M'parate proccss(a(, 
while jH'rfonned hv ditferent producers, all fell under the 
general control of the elotiiiei ur merchant At the 
pre.st nt dav. in the • woolh-n " dr short staple wool 
Trade the \Mrious pmci'ses aie more usindlv jierformed 
under the s.niie roof and euntrol. while in the worsted or 
long .stajile wool tr.ide thev are more uMiallv separated. 
In t he rfit tout rade t he separatn>n of spinning and weaving 
linns, wliih' not unn't'rsal, i.s tin' gein ral ruh' for tin' 
various kinds of cotton v.vrn are mm’h more uniform and 
easilv standardized prmlucta than those of " woollen ” 
vani, and the cotton-weaver is more ci'rtain of 'being 
,ible to satisfy his exact r*‘quiremcnts in the open market, 
ami has therefore less inducement, to spin for himself 

In the iron and steel trailea special forces are at work 
to strengthen the tendencv towards the integration of 
successive proce.sses First, the varioms stagi'.s form a 
market for one another to an extent, which finds no 
[larallel in anv other groiij) of trades. \\ hile the weaving 
firm needs varn, the spinning firm does not need cloth : 
whereas not only do the rolling nulls ami th<‘ machine 
shofia need iron and cotd, but the iron and coal mines need 
rails and machinerv Secondiv, a great waste of heat can 
be avoided if the nn^'i sof metal can be tamed on quickly 
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from one process to another, instead of being allowed 
to cool during preservation in store or transportation 
by rail. Thirdly, these industries are peculiarly subject 
to large alternations of activity and slackness of demand, 
and it is therefore peculiarly advantageous for any firm 
to have secure access to supplies of raw material when 
times are good, and a secured outlet for at least part 
of its products when times are bad. Here is a quotation 
from the speech of a chairman of a largo mixed iron and 
steel company, ‘ which will exhibit better than many 
pages of elaborate analysis the motive and method of 
what we may call “ vertical integration ” in the.se 
industries. “ We are producers of coals ; we have got 
modern collieries, thoroughly equipped to take a full 
share in the prosperity which vinll come about when the 
horrid coal control finishes. . . . Passing from coal, my 
friend, Mr. Wbitwell, is in charge of the next stage in the 
ladder, namely, pig-iron—bar-iron—leading on to steel 
works which wo hope to acquire, and for which we are 
at present in very close negotiation. Then we pass on 
to our shipbuilding yard, where the steel will be readily 
absorbed, and I can say thi.s truthfully, that at the 
present moment we are suffering in our output chiefly 
on account of the lack of raw material. It is very 
essential therefore that we should secure our own steel 
works with the least possible delay. . . . Turning from 
the shipbuilding yard we pass on to ship-owning, and in 
carrying on and supporting our ship-owning we are 
building up a very large coal-exporting business and a 
timber-importing business. Mr. Whitwell, at his iron 
works, requires our ships to bring back the iron-ore to 
‘ Raported m Sconomul, Oct. 2S, 1919, p. 781. 
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keep his blast-fumacos going. We pass on to marine 
insurance, and in this connection we are closely associated 
with Lloyd’s. There is not a string that we are neglecting 
in this great aspiration of ours that we should be self- 
contained, and be able to carry on the business in such 
a way that in cycles of depression and prosperity it will 
give a constant regular dividend to the shareholders and 
secure their principal." 

Large manufacturing finns often integrate the sub¬ 
sidiary proccs.ses which have to be performed, such as 
the making of barreL> or packing-cases, as well as the 
working-up of their own waste products, whether for 
their own coasumption or for the market. A Norfolk 
oil company, for instance, reports ‘ t hat it is about to use 
its waste gas to convert its waste sliale into cement, and 
to work up the clay in its oilfields into brieks, both for 
its own use and for sale in tlie neighbourhood. The 
possibility of uudeit.iking sueh sub.sidmry work gives 
an added advantage to the Lirge firm in conifietition 
with the small: though developmeutji of this kind may 
be long delayed by the locahzalion of industry. For if 
a niimlier of firm.s perfoimmg tiie mam process are 
highly localized, a firm specializing on tlie subsidiary 
proce.s.s will probalilv sooiiei or lati-r est.ablish itself in 
their neighbourhood, since the eombiiu'd renuirements 
of all of them will suffice to maintain it in full employ¬ 
ment: in this case botli th'“ mam firms and the sub- 
sidiary firms may remain on a small seale, and yet bo 
able to comix'te with a large linn isufoiming its own 
Bub.sidiary work. In the Chicago meat-packing trnd<', 
for instance, the utilization of horn and other wa.sle 
* rconomif/, Sept. 0, 1919, p. 407. 
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products was for a long time in the hands of separate 
firms : but it was finally taken over by the big packers 
for themselves; and on the whole the drift towards 
the swallowing up of subsidiary processes seems to be 
considerably stronger than that towards their specializa¬ 
tion in the hands of independent producers. 

It is a short step from the conduct of such subsidiary 
operations to a more thoroughgoing type of integration. 
It wiU be remembered that the early crafts split up in 
two diSerent ways, the wool trade (for instance) into 
successive stages, the metal trade into the manufacture 
of separate products. And in certain branches of modern 
industry there is a strong tendency to gather up under 
a single control not merely the successive stages of the 
manufacture of a stiiglc product, but the manufacture of 
a vast variety of apparently quite dissimilar things. For 
this " lateral integration,” as it may be conveniently 
called tio distinguish it from the ” vertical integration ” 
ilisoussed above, there are two chief reasons, one 
connected with technique and the other with marketing. 

Tbo ways of chemical change are so subtle and 
surprising that a single basic substance like coal-tar may 
give birth under different treatment to an extrordinary 
variety of useful objects ; so that it may be convenient 
for one firm to produce simultaneously scents and medi¬ 
cines and dye-stutfs and e.xiilosives. Again in the 
engineering trades standardization has proceeded so far 
that many of the proce8s«-s required for producing, let 
us say, mowing machines and bicycles and marine 
engines are identical. .And to these technical reasons 
for variety of output a strong reinforcement is added by 
the desire for insurance against the failure of demand in 
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any particular market. To be able to switch rapidly 
from swords to ploughshares and back again is a happy 
fate. Indeed, in some cases this mutual insurance of 
markets is the dominant motive for lateral integration. 
Thus the straw hat makers of Luton took to the manu¬ 
facture of felt hats not owing to any great technical 
similarity in the two processes, but to render themselves 
independent of the fluctuations of a seasonal demand. 

§ 3. Integration of Manufacture with Agriculture and 
Traneport. It will be remembered that in the iron and 
steel trades vertical integration extends right back 
when possible to the extraction of their primary raw 
products—coal and iron ore—from the earth. In 
industries whose raw material i.s au animal or vegetable 
product, this tendeucy to the integration of manufacture 
with extniction encounters greater difficulties, owing to 
the wider cliflusion over the Morld of the sources of 
supply : but one of the dominant motives of integration 
—the desire to be independent of others in respect of 
raw material—ia by no means absent. The same happy 
state ol affairs which in the nineteenth century favoured 
the international division of labour between Europe and 
the rest of the world favoured also the complete differ¬ 
entiation of the Euro[)ean manufacturer and the extra- 
European grower. And the same forces which at the 
present day threaten to undermine an inteniational 
division of labour founded not upon natural advantages 
but upon acquired skill, impel the mamifaeturer towards 
efforts to acquire the exclusive control of his sources of 
material. At present these efforts have not proceeded 
very far: a Leverhulmc develops his own sources of 
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supply of animal and vegetable oils; associations of 
cotton manufacturers explore and encourage, if they 
do not actually acquire, new sources of raw cotton; 
the Chicago meat-packers extend their tentacles into 
the ranches of Argentina and New Zealand: but in the 
main the manufacturer and the grower are still distinct. 
Nevertheless, this tendency towards the integration not 
merely of the successive stages of manufacture, but of 
manufacture/n general with agriculture in general is one 
which cannot be ignored. 

There is integration too between the different methods 
of transport, and between transport and manufacture. 
If passengers have to perform the bulk of their journey 
by rail and the rest by sea or river—if goods which are 
hauled long distances by rail or canal require final 
delivery by road, there may be a great gain in economy 
and convenience if these agencies are gathered up under 
a single control. Hence we find railway companies 
owning their own horse and motor transport, steam¬ 
ships and hotels. Further, they own their own engineer¬ 
ing shops, and in England at least manufacture their 
own locomotives to an extent which, in the opinion of 
the engineering trades, is against the general interest, 
because it militates against the adoption of a uniform 
pattern of locomotive and the consequent economies of 
standardization. But it is not always transport which 
swallows up manufacturing processes—sometimes manu¬ 
facture swallows up the processes of transport. This 
occurs when the instruments of transport required by 
an industry are highly specialized, such as oil pipe-lines 
and tank steamers: or when a whole region is permeated 
by a single powerful business, as the area between 
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Pitt«burg and the Great Lake« is by the United States 
Steel Corporation. 

How far there is differentiation, and how far integra¬ 
tion, between the function of storing and selling goods 
and the function of making them is a subject so compli¬ 
cated and important as to require a chapter to itself 
(Chap. IV). But we have seen enough to conclude that 
the modern drift towards integration aggravates the 
tendency, inherent in the " factory system," for the 
government of industry to become concentrated in a 
relatively few powerful hands. 

§ 4. Coinbination. The next development of modern 
industry which calls for notice is the tendency of 6rms 
to combine with one another and carry on their business 
in common ; but there is not much which need be said 
of it at this point in our story. So far as the motive and 
result of combination is the achievement of the economies 
of large-scale organization, there is nothing to add to 
what has been said in Chapter II, § 4 ; for it makes little 
difference whether a big firm is the result of slow 
growth or of coalition. So far as combination takes 
the form of joint control of markets, it will be dis¬ 
cussed in Chapter IV, § 4; so far as it prooeeds by 
manipulation of the mechanism of the joint-stock com¬ 
pany, in Chapter VI, § 3; so far as it invokes the 
attention of the State, in Chapter IX, § 1. 

All that needs to be said here is that combination, if 
carried far enough, not only increases the concentration 
of industrial power, but adds to its total volume, A 
combine or other giant firm which controls a prepon¬ 
derant part—say, 80 per cent—of the output in any trade 
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is in a position to dictate pretty effectively the policy 
of the whole trade with regard to prices and production. 
Of course, like the small producer, it is ultimately at the 
consumer’s mercy-it can choose the price which it will 
charge, or it can choose the quantity which it will sell, 
but it cannot choose both: but unlike the small producer 
it knows that its actions will have a decisive effect upon 
the market. Sometimes this power is used to oppress 
the consumer, by keeping him less well supplied than he 
would be if full competition prevailed. In other respects 
its use may be beneficial, for the combine can, if it 
chooses, keep output, or prices, steadier than they would 
otherwise be; and can pursue a more level-headed policy 
about extensions of capital equipment and so forth 
than a number of competing producers all of whom are 
in the dark about each other’s actions and intentions. 
In any case, an indu.stry in which combination has been 
carriiMl to great lengths (such as the iron and steel 
industry in the United States) is" governed " in a sense 
in which an ordinary industry is not,- 
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THE ORGANIZATION OF MARKETING 

“ ‘ First the fish must bo caught.' 

That is ea.sy: a baby, I think, could have caught it. 

‘ Next, the fish must be bought ’ 

That 13 easy : a penny, I think, would have bought it." 

Through the Loobng-gloit. 

§ 1. The Functions oj (he Trader. In this chapter we 
liave to consider how the Labour and risk involved in the 
organization of industry is distributed between the 
grower and the manufacturer on the one hand, and the 
various kinds of merchant and dealer on the ot her. 

It would of course be ridiculou.s to regard the differ¬ 
entiation of the dealer in good.s from the maker of goods 
as in any sense a peculiarity of modern industry. In 
particular the business of foreign trade, with its special 
problems of distance, language, currency and so forth, 
came to be specialized very early into separate hands: 
and we have abcady noted (p. 10) the dominant position 
of the merchant in the phase of industry which preceded 
the factory system. But in the days of the early 
" factory kings ” the distinction for a time becomes 
blurred. In the woollen trade the merchant simply adds 
the new task of factory direction and control to his old 
tasks of dcahng and organization. Richard Arkwright, 
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having acquired his great but somewhat questionable 
commercial skill as a travelling buyer of ladies’ hair for 
re-sale to wig-makers, remains a merchant as well as 
the leading cotton manufacturer of his day. James 
Watt spends much time, which might [wrhaps have 
been more fruitfully employed, in touring the country 
to obtain contracts and exact payments. 

In succeeding generations, however, factory industry 
tended more and more to specialize ofi its commercial 
functions into separate hands. To combine the risks 
and duties of the manufacturer with those of the dealer 
.was found as a rule too big a job, Producing goods in 
large masses, not to special order but in anticipation of 
the movements of distant and fluctuating markets, the 
captain of factory industry came to need the services 
of specialized middlemen no less than his predecessor 
the village craftsman had done. 

The economic function of the middleman is to boar 
a share, by the provision of capital, the exercise of 
brain-work and the assumption of risk, in the cost of 
bringing goods to market. He i.s the bridge, on the one 
hand between the grower and the manufacturer, on the 
other between tlie manufacturer and the consumer. 
The average fairly lirgc-scale manufacturer of machine 
products desires to devote his whole attention to the 
business of manufacture, and to sink all the c.ipital he 
can spare in the prowr equipment and conduct of that 
business. He does not want the worry of finding tnuch 
either with the pioducor of his raw material or with the 
consumer of his product: he does not want the expense 
either of ,st.oring raw material until he needs it, or of 
carrying and exhibiting stocks of muuufactured goods 



THE ORGANIZATION OF MARKETING « 

till somebody chooses to come along and buy them : and 
apart from the expense, he does not want the risk of 
carrying stocks, either of material or of finished goods, 
which* may depreciate on his hands owing to some 
failure in demand or some change in the conditions of 
supply. The merchant on either side of him relieves 
him of part, at any rate, of this trouble, expense and 
risk. 

The work of the middleman consists partly in arrang¬ 
ing for the storage of goods till they are wanted, whether 
it be grain in elevators or cotton-cloth in warehouses or 
tinned salmon in the village shop, and for their transfer, 
a.s and when they arc required, into the hands of those 
who require them. But it involves also something more 
than that. He is not a mere unloader of what has 
already been produced, but to son e extent an arbiter 
of what shall be produced in future. It is his business 
to forecast, to stimulate and to interpret tlie desires of 
consumers. In some cases be may make suggestions or 
even give instructions to the inauufacturer regarding 
the type of goods to be produced: he may even, like 
his predeces.sor of two centuries ago, employ the manu¬ 
facturer on a commission basi.s.' But in any case it i.s 
the magnitude of his orders for any particular product 
which inspires the decision of the manufacturer to 
expand or contract its output. It is the merchant rather 
tlian the maker who is the hub of the modern economic 
system with its dependence on the mechanism of price. 

^ The "combing” or preparation of wool for spinning into 
woriUd yam is usually done on this plan for the merchant or " top- 
maker,” who buys the wool raw, and sells it ready for spinning. In 
the same way the cloth merchant sometimes "gires out” cloth to 
a dyeing 6rm to be (inisbrd and dyed. 
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It is upon him that falls the first impact of an expansion 
or a shrinkage of demand, and it is he who takes the 
decisions and places the orders which guide the produc¬ 
tive forces of society, though with much creaking and 
groaning, into those channels where' they will best 
satisfy the requirements of those who have money to 
spend. 

The risks and expenses of the middleman are evident 
from the nature of his work. He must lock up his 
resources in the form of stocks of goods, and he must 
take the chance that he has misjudged either the general 
conditions of trade or the demand for the particular 
products in which he has invested. Thus he lifts a heavy 
burden from the farmer or the manufacturer. At the 
same time it must be noted that the devolution of 
expense and risk from maker to merchant is by no means 
complete. In the first place there is hardly any manu¬ 
facturer who is not obliged to keep some stocks of his 
product, whether in a raw or finished state, which he 
has not contracted to sell at a fixed price, and a decline 
in whose value may therefore cause him heavy loss: 
nor is he always disinclined to “ have a flutter ” and 
attempt to supplement his manufacturing profits by 
gains arising out of the holding of stocks. Secondly, in 
some trades it is the practice for the manufacturer to 
supply merchants with goods on credit, so that while 
the labour of marketing is taken out of his hands, the 
expense and part of the risk really remain upon his 
shoulders. Thirdly, while the merchant acts as a buffer 
to soften and delay the impact of fluctuations in demand, 
he cannot always prevent their ultimately reaching the 
manufacturer. If he is strong financially and confident 
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in mind, he may continue to give steady orders to 
manufacturers undeterred by temporary upe-and-downs 
in the requirements of ultimate consumers. But experi¬ 
ence indicates that this is by no means always the case. 
The merchant, like other human beings, is apt to lose 
his head both when things go well and when things go ill. 
Encouraged by a rising demand, he will flood the manu¬ 
facturer with orders, and induce him to expand his 
productive capacity : then at the first sign of relapse he 
will grow alarmed at the size of his own accumulated 
stocks, and decline utterly to place any fresh orders. 
The manufacturer who has surrendered his eyes to the 
merchant is rather in the position of the passenger in an 
aeroplane—reheved of the sense of responsibility for 
immediate decisions, but not of the ultimate risk of being 
deposited on the ground. 

§ 2. Bpecializaiion among Traders.—Produce Exchanget, 
We have alluded so far to the middleman in somewhat 
general terms : but there is of course a specialization 
among middlemen, the nature and elaboration of which 
differs considerably in different trades. Broadly speak¬ 
ing we may distinguish three main types. There is the 
dealer in raw materials—wheat or rubber or tin or steel 
products or builder’s materials—who sells to a producing 
firm ; there is the wholesaler of finished goods, who sells 
to a retailer: and there is the retailer, who sells direct to 
the general public. But in some instances specialization 
is carried a good deal further. Thus the wholesale 
draper or provision merchant, who keeps a great 
variety of wares, may buy not direct from the maker 
bat from a number of large merchants each of whom 
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Bpeoializes in a particular narrow line of clothing or 
food product, and gives his orders direct to the 
manufacturer. 

Further, in some lines of business there has developed 
a class of trader who performs some, but not all, of the 
functions of the merchant proper. The broker of 
fruit or other raw produce, by the exercise of his skill 
and judgment, assists the grower to bring his wares to 
the notice of the merchant, and the merchant to obtain 
his exact requirements from the grower : but he does not 
himself become the owner of the goods that pass through 
his hands, nor undertake their storage in space and their 
carriage through time. And in some of the staple 
products of modern commerce, great organized markets 
have grown up in which experts can shoulder a large part 
of the risks of dealing without incurring any of the trouble 
aud expense involved in the handling of the goods at all. 
On the great exchanges of Chicago and New Orleans and 
Liverpool many people deal in cotton or wheat who 
would have neither the knowledge, nor the capital to 
undertake its actual storage and distribution, at any 
rate on the scale on which they deal in it. The essential 
conditions for this apparently odd arrangement are that 
the product should be widely and regularly dealt in, and 
that the various kinds and qualities should be capable 
of such accurate grading and standardization that they 
can be bought and sold by description. 

It thus becomes possible to promise to buy (let us say) 
cotton in six months’ time at a price which is fixed now, 
in the expectation of being able, when the time comes, to 
re-sell it immediately at a higher price ; or to promise to 
sell cotton in six months’ time at a price which is fixed 
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nowj in the expectation of being able to buy at a lower 
price enough cotton to fulfil the contract. If you think 
that cotton is going to become scarcer, you pursue the 
former course; if you think it is going to become more 
abundant, you purstie the htter. In neither case need 
you handle the actual cotton at all, and in neither case 
do you need to employ or to risk more capital than the 
relatively small amount required to give proof of your 
ability to stand any rea.sonably likely movement of the 
price against you. And in both oases, supposing that 
you are right in your judgment, you will have rendered 
certain incidental services to society. By “ buyimg 
futures ” rightly, you help to make the price of cotton 
rise earlier and more steadily than it would otherwise 
have done, and you thereby issue a warning to consumers 
to economise in their consumption and an invitation 
to producers to expand their production, and so help to 
avert the very shortage from which you ox]>ect your 
profit. By “ selling futures ” rightly, you help to lower 
the price of cotton and thus to thrust it forward into 
consumption and discourage its production, and thereby 
prevent the glut which you foresaw. Thus expert 
speculation on the produce exchanges helps to make the 
world safer for the grower, the mill owner and the man 
in the street. 

But it also removes risk from the mill owner in a more 
direct way, which requires a little mental concentration 
to understand. If he has sold his output for some 
months ahead to a merchant at present prices, he will 
desire to insure himself against a rise in the price of the 
raw cotton which he will shortly need to buy. If, on the 
other hand, he is making for the open market and taking 
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his own risks of sale, he will desire to insure himself 
against a fall in the price of raw cotton ; for if such a 
fall occurs, the price of the finished product will fall in 
sympathy, and he will find that he has been converting 
dearly bought cotton into yarn or cloth which he must 
sell cheap. The fears of these two groups of mill owners 
can be made to cancel one another if the former buys 
and the latter sells “ futures ” on the orgamzed market. 
For the former will then be certain of obtaining his 
material in (say) three months’ time at a price which is 
fixed now, and which is therefore in harmony with the 
price at which he has contracted to deliver his output 
to the merchant. And the latter, if his fears are realized 
and the price falls, will be able to fulfil his contract of 
sale with cotton cheaply bought, and will therefore gain 
on this paper transaction about os much as be loses on 
the actual cotton which has passed through his mill. 
Thus th^ professional dealers on the produce exchange 
not merely bear risks which the manufacturer is unable 
or unwilling to bear : they are actually enabled in some 
degree to destroy risks altogether, by setting them oS 
against one another. And the manufacturer, by conduct¬ 
ing what is in appearance a gambling transaction, is 
enabled to effect the very opposite of a gamble, namely, 
an insurance. 

} 3. Individital Integration of Marketing Processes, 
Speculation on the produce exchanges raises in an acute 
form the doubts which in the minds of most ordinary 
people gather around the whole apparatus of trade and 
commerce. There is no question that its general effect 
is beneficial—that it contributes towards the easy 
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Mtisiaotion of wants and the right employment of 
rcsourcee. But to most people it seems unnecessarily 
elaborate and expensive, and to afford opportunities for 
the depredations of the mere parasite, who makes gains 
out of all proportion to the services which he renders 
to society. There has existed throughout history a 
suppressed irritation against the mere trader as a 
barren person, which breaks out at times of excitement 
into orgies of anti-Semitism, statutes against “fore- 
stallers and regraters ” or profiteer hunts: and it is 
difficult to resist the impression that there is a sub¬ 
stratum of reasonableness in this widespread emotion. 
In 1921, one-twelfth of the occupied persons in England 
and Wales were engaged in one form or other of deal¬ 
ing : and the proportion of the price of finished goods, 
amounting on the average to something like one- 
third, which represent the services of dealers is often 
very startling. It would seem, indeed, that here is a 
matter in which an economic autocrat might clearly 
improve on the distribution of the nation’s resources 
effected by natural forces, by pushing off into the work 
of actual production a goodly proportion of those who 
mak^a living by the operations of purchase and rc-sale. 

In any case, it is not surprising that in modem 
industry, side by side with the tendency to elaborate 
differentiation of the trader, we find at work the conflict¬ 
ing tendency to eliminate him altogether, and to 
integrate his functions with those of other people. The 
most striking instance of this tendency, the consumers’ 
co-operative movement, presents features so peculiar 
that it will best be considered later in connection with 
other schemes for the radical transformation of society. 
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At present we must confine ourselves mainly to those 
"traces of the integration of dealing which are to be 
found within the structure of what is ordinarily called 
capitalist industry. 

There are some trades, such as shipbuilding and high- 
class tailoring, where it has always been the usual 
practice to make to the special order of a customer, 
without the intervention of any merchant. There are 
others, such as spccubtivc house-building, where the 
biisine.ss man who organizes the work of production may 
himself undertake the risk of disposing of his product 
to the final consumer. Sometimes one manufacturer 
sells direct to another, as the Yorkshire woollen 
manufacturers do to the wholesale tailoring trades. 
But even in businesses making ordinary machine 
goods for the general consumer, there is some tendency 
for large firms to undertake their ov,ai processes 
of marketing. They may (hke the Impiuial Tobacco 
Companv) dispense with tlie various grades of wholesale 
merchant, and deal direct with the retailer: or they may 
even (like Freeman, Hardy and Willis, boot manufac¬ 
turers) set up their own retail .shops. 

There is integration loo between the various grades of 
trader. The whole.saler .sw.illnws the retailer, and we got 
the great “ multiple shop " companv, like Boots’ or the 
Maypole D.iirv, with their numerous branehes run by 
loeal managi'r.s, scattered all <iver the country, and fed 
from central wh<ile>.ile depots Sometimes the trader 
integrates the proces.ses of production, and not the 
producer the processes of trade • the multiple shop 
owns Its own fai torio'’, or it-- own tea plantations like 
Liptou’s. 
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§4. Coticerted Integration of Marketing Proceitti.—The 
Cartel. The integration of marketing processes can be 
performed by a single 6rm if it is large enough and 
enterprising enough : but it is more commonly due to 
the combined action of several firms, and the dis-ire 
to achieve it is the most powerful motive towards tlie 
formation of at least some of the tvpes of imliistrial 
combination. Fifty years ago, when there were markets 
for all and it w,is onlv a matter of organizing and 
exploiting them, the nuiiierous relatively small manu¬ 
facturers in each trade were glad enough to le.ave that 
specialized work m separ.ite hands. Jiut as the 
advantages of ,staiul.irdi/..Uion lead to the growth of 
larger and larger linns, each of them egged on to increase 
its size b\’ the e.xjiectation of siijipiyinga large p.nt of the 
total demand, fierce comi>etitiou for niarket.s arises 
between them. Kaeli of them is no longer satisfied that 
the ordiiiarv processes of eommeiee, .specialized in the 
hands of wholesalers and retailers, will allot to if what 
it IS ple.tsfd to legard ,is its fair sh.ire of the tr.uie , for 
e.ieh of them is organized to siipjily a huger ])roportion 
of the m.irket than is likely to f.ill to it .uitoiuatiiMliy 
Ifenee arise.s .m enorniouslv wasteful e.xpendifure on the 
eoinpetiti\e pushing of goods hy means of newspaper 
advertisement, travelling salesmen and so forth benre 
also a growing recognition both of the actual erouomies 
m advertisement, etc., which could he effected bv a 
combined control of markets, and of the opportunities 
which It would give for reguLituig and restricting 
production; and sooner or later an agreement or 
association of some kind i.s formed. 

iSuch arrangements for the control of marketing 
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processes exhibit great variety; but it will be convenient 
to distingiush broadly between three main types, of 
which the third alone involves any actual displawment 
of the specialized merchant, (i) In the ^t, each 
individual producer is left perfectly free to dispose of 
his own output. Arrangements of this type are of 
several kinds; they may merely involve an agreement 
about the conditions on which goods may be sold : or 
they may involve what is called an “ honourable under¬ 
standing ” about the prices to be charged—a form of 
agreement which is commoner in all ages and countries 
than is always rcahzed. Or they may take the much 
more highly developed form found, for instance, in the 
English metal bedstead and light castings trades. Here 
each firm is allotted a certain quota of the total output, 
but it is not settled what the total output is to be. Each 
firm disposes of its output separately, but if it is found 
to have exceeded its quota for the month it has to pay 
a fine, and if it is found to have fallen short of it it is 
allowed to claim compensation. 

(ii) In the second main type of association, there is 
definite interference with the individual firm’s hberty 
of disposing of its output. This may occur in two chief 
ways, according to the character of the industry in 
question. The first is the poohng of contracts, a pro¬ 
cedure which is perhaps commoner than is often suspected 
in the building tiade : the separate firm is not allowed 
to tender for or accept a contract without reference to 
the association, which sometimes settles the figure at 
^^hlch the tender i.s to be made, or even in etTect decides 
to which film the contract shall go. The second and 
coiuiuuuei' method is the distribution of iuarkcl.<!, each 
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firm being allowed a free hand in one geographical area 
and denied access to the others. Such agreements have 
been conspicuous in international trade—for instance, 
the International Railmaker’s Association, in which the 
British, French, German, American and Belgian makers 
were each guaranteed their home market, and the 
export trade divided between them in agreed propor¬ 
tions. 

(iii) Agreements of this kind easily lead on to the 
third and most highly developed form of association, 
in which a separate concern is organized to take over 
absolutely and dispose of the output of the associated 
firms. Such an association may be confined to the 
export trade, as in the case of the British-American 
Tobacco Company founded in 1902 by the .\merican and 
British Tobacco Combines to exploit jointly the trade 
of the world, each of the combines being left in possession 
of its own home market. At the present day there is a 
strong tendency in the United States to develop export 
trade by means of such collective enterprises. Thus the 
United States Steel Products Company markets abroad 
the products not only of the great Steel Corporation but 
of its competitors as well; and a recent law exempts 
from the scope of previous anti-trust legislation associa¬ 
tions formed solely for the purpose of foreign trade. The 
same special intricacies of foreign trade which led the 
manufacturer in hajipier times to shuffle it ofi on to the 
merchant lead him, as international competition becomes 
more acute, to attempt to tackle them by combined 
action. 

But the central selling agency is not confined to 
foreign trade. It has appeared for more general purposes 
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in England in the salt and sewing-cotton businesses; 
but it has been most prominent in Germany, where it is 
the essential part of the final and most elaborate form of 
the type of organization known as the Cartel, of which 
the simpler forms confine themselves to the pract’ce of 
one or other of the devices already discussed. The great 
Westphalian Coal Syndicate disposes of the whole 
output of its members,* except that part which those 
integrated firms which are members use in their own iron 
and steel works. The powerful Steelworks Union, until 
its dissolution after the Peace of Versailles, undertook the 
whole marketing of the simpler products of its members ; 
though its post-war successors, the Raw Steel Associa¬ 
tion and the rest, have had to be content with regulating 
output, fixing quota of production for its members, 
and allotting them orders. 


§ 5. The Integration of Marketing and the Size of the 
Btuiness Unit. The syndicate of this kind is in theory 
a somewhat democratic form of organization, involving 
a wide diffusion of the powers of industrial government. 
For whereas with unfettered competition or complete 
amalgamation the small firm disappears altogether, in 
the syndicate each firm, however small and weak, 
receives its “ participation,” or allotted quota of the 
output, and maintains its own separate existence. In 
practice, however, things do not always work out this 
way, for the stronger firms are apt sooner or later to buy 
up the participations of the weaker. Further, the 
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syndioatc form encourages the practice of vertical 
integration : for by this device the more powerful firwm 
can avoid handing over their output to the syndicate for 
sale. For both these reasons there has been a tendency 
even in Germany for strong amalgamations, typified 
by the great United Steelworks Company (1926), to 
grow up within the walls of the Cartel and to dominate 
its policy. And in two of the strongest groups of 
German industries, the electrical and chemical groups, 
the Cartel form has never played a prominent part: but 
the powerful firms controlling them have exercised joint 
control over marketing, especially abroad. On the whole 
there can be no doubt that the integration of marketing 
increases the concentration of industrial power in the 
hands of a few persons. 

In some of the minor German industries, however, the 
Cartel movement seems to have solved with success the 
problem of combining relatively small-scale production 
with security of markets. And the same may be said of 
another and a world-wide development which, while it 
goes by a different name and is animated to some extent 
by different motives, bears a strong resemblance to the 
Cartel movement—namely, the practice of agricultural 
co-operation. It has been pointed out (p. 26) that 
considerations of control require as a rule that 
agriculture should be conducted on a small scale, while 
at the same time such small-scale production prevents 
the exploitation of economics which are technically 
possible. This difficulty can be surmounted if the 
several producers, while retaining their independence in 
their main field of work, unite in order to integrate 
certain subsidiary processes. Some of the economies thus 
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obtainable are conneoted with the uae of materials and 
instruments, and are obtained by the co-operative 
purchase of (for instance) seeds and manure, and the 
co-operative hiring of agricultural machinery. Others 
are connected with manufacture, and are obtained by 
the co-operative ownership of creameries or bacon 
factories. But the most important are connected with 
the disposal of the product, and are obtained by the 
co-operative establishment of a storage depot and 
selling agency, whether for wheat as in Western Canada, 
or for eggs as in Denmark, or for potatoes as in Belgium. 
Sometimes such concerted integration is undertaken as 
a counter-move to the integration practised by more 
powerful bodies: thus we find the German fanners 
undertaking the co-operative purchase of manure to 
escape from the domination of the Phosphate Cartel, and 
the New Zealand farmers setting up a central agency for 
the export of meat to escape from the domination of the 
Chicago packers. But in any case arrangements of this 
kind tend to keep the exercise of economic power and 
initiative more widely distributed than it would 
otherwise be. 



CHAPTER V 

THE CAPITALIZATION OF INDUSTRY 

“ Curiouser and curiouserl” cried Alice; “now I'm 
opening out like the largest telescope that ever was ! ” 
Alice's AJvenlures in lyoiulcrland. 

§ 1. TheOrganizalion ojCredu. The next matter which 
requires our attention is the severance which sometimes 
occurs between the ownership of the resources employed 
in industry, and their actual managemnl and manipula¬ 
tion, and the rival tendency which in this as in other 
quarters is making itself felt towards the reunion of 
functions which have been thus divided. 

It is by no means necessary that the persons controlling 
the policy and management of a business should them¬ 
selves provide all, or even the greater part, of the 
resources engaged in it: those resources may be provided 
from some external source. We may conveniently dis¬ 
tinguish three different kinds of this external provision 
of resources : first, the provision of credit for the day-to- 
day operations of the business ; secondly, the initial 
advance or guarantee of capital for the starting of an 
enterprise, the responsibility for its provision being 
afterwards sloughed oS on to other shoulders ; and 
thirdly, the outright provision of the capital perma¬ 
nently employed. 


67 
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(i) The first function is discharged mainly by the 
banks. Credit may indeed be given by maker to dealer 
or by dealer to maker : but both are likely to be in some 
degree dependent on their banks for loans to meet the 
constantly recurring expenses of their business, whether 
the payment of wages or the'purchase of stocks of goods. 
This aspect of the work of a bank is in practice inextric¬ 
ably bound up with the analytically quite distinct 
service of the provision of a secure and economical 
currency. The convenience of this arrangement and the 
dangers to which it gives rise have been discussed in the 
volume on Money in this series ; it is sufficient for our 
present purpose that the banks, by making temporary 
advances to farmers, manufacturers and traders, incur 
expenses and assume a certain measure of risk without 
making themselves in any way responsible for the 
conduct of the actual routine of production and 
commerce. 

There is great variety in the mechanism by which these 
loans are made, in the length of time for which they are 
granted, and in the security which bankers demand for 
their repayment: their common feature, from the point 
of view of our present analysis, is that they are 
continually being repaid and continually renewed. Of 
special interest and importance is the device by which 
the loan sometimes takes the form of the purchase of a 
piece of paper, known as a bill of exchange, certifying 
that the person to whom the payment is made has sold 
goods to some other person from whom he has a right to 
expect payment at some future date, and who accord¬ 
ingly promises to pay up at that date to the person in 
possession of the bill of exchange. These bills are used 
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nowadays mainly in easing the passage of goods from 
one country to another, and play an important part, 
which does not concern us here, in facilitating the 
payment of debts between different countries and 
establishing a relation between their monetary systems. 
Here they interest us chiefly as a piece of mechanism by 
which the grower or the manufacturer is enabled to 
receive payment for his goods before the merchant to 
whom he sells them is ready to pay him—by which the 
risks and expenses of trade are partially taken over by 
persons other than those who actually conduct its 
operations. They interest us too as a fertile source of 
fresh speciabzations. For these pieces of paper need 
careful handling; and dealings in them are largely 
concentrated in the hands of specialized firms called 
bill brokers and discount houses, working partly with 
their own resources and partly, with resources tempor¬ 
arily entrusted to them by the public and the banks. 
Further, in order to ensure that these bills find a buyer, 
it is sometimes found convenient that a firm more widely 
known and trusted than the merchant to whom the 
goods have actually been sold should make iteelf 
responsible for finding the money at the due date ; and 
we find powerful firms called " accepting houses ” 
making a comfortable living out of performing this 
service of “ accepting ” bills. But the banks themselves 
are also both buyers and acceptors of bills on a consider¬ 
able scale. 

§ 2. The Flotation of Businetsei. (ii) The provision of 
capital for the inception of an enterprise, or for a defimte 
extension in the scale of its operations, is also to some 
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extent a function of the banks: but in this matter there 
are wide differences in the practice of the leading 
industrial countries. In England the early capitalist 
employers of the end of the eighteenth, century owed 
a good deal to the numerous though not always very 
stable private banks which began to grow up about that 
date; and in the following century the solid and 
well-managed country banks rendered great services in 
helping the small local producer to meet his initial 
expenses, recovering their advances from him gradually 
as he became able to stand on his own legs. But with 
the growth of the scale of business it has become more 
difficult for the banking system to perform this kind of 
work. The initial requirements of a big manufacturing 
concern are too large to render their satisfaction a 
suitable or attractive task for a bank whose main 
preoccupation is the financing of current trade and the 
provision of a secure means of making payments at 
home and abroad, and which can find safe and lucrative 
employment for its resources in these directions : and 
this remains true even though the size of the bank has 
grown pari passu with that of the manufacturing firm. 
And as for the small producer, the very growth in the 
size of the bank renders it in some ways a leas suitable 
instrument for dealing with his requirements ; for it is 
pretty certain that the local manager of a huge joint- 
stock company centred in London will take leas personal 
interest in local needs, or at any rate will be allowed less 
discretion in meeting them, than the old independent 
country banker. 

Nevertheless it still seems to be true that a small man 
who has given proof of ability and good faith will often 
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be enabled to get a start in setting up business for 
hinwelf by the aid of a bank: and that even businesses 
of moderate size sometimes have recourse to the banks, 
perhaps more freely than is safe or desirable, for help in 
financing their original outlay or their subsequent capital 
extensions. But the larger enterprises must look for 
such help, if they require it, in other directions—to one 
of the “ accepting houses ” mentioned above or some 
other powerful firm which, having amassed a fortune out 
of the processes of trade, can afford to undertake such 
work. Sometimes these “ financial houses ” provide the 
requisite resources themselves, more often they only 
promise to provide them in case they should fail to 
persuade the general public to do so. The various kinds 
of “ underwriter ” and “ issuing house ” are persons or 
institutions who guarantee, for a consideration, to find 
the capital required for a new enterjirise, and then make 
use of their name and connections to transfer the 
liability for the permanent provision of the capital to 
the general public by inducing it to buy shares in the 
concern : and it is only in the event of their failing in 
their campaign of persuasion that they are left as 
permanent providers of capital. 

(iii) In Germany and America the provision of the 
initial requirements even of large businesses is more 
commonly undertaken by the banks. But where this 
practice prevails, the distinction between the initial and 
the permanent provision of capital is apt to become 
blurred. When a financial institution, whether called a 
bank or by some other name, provides the capital for 
the inception of a large new enterprise, it is likely, even 
if that is not its original intention, to find that it has 
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assumed a lasting liability ; for the capital involved in 
laying down a modern large-scale manufacturing plant 
and building up a business connection is not quickly 
replaced or easily repaid. And when the powers of 
finance find themselves thus inextricably involved in the 
affairs of manufacturing industry, they almost neces¬ 
sarily proceed to take a certain measure of control of 
those affairs. This topic, therefore, can better be 
discussed when we come to consider the reintegration of 
the functions of ownership and control instead of that 
severance between them with which we are at present 
concerned. 

§3. The Joint-Stock Comjuny. We may pass on, 
therefore, to consider the main device by which those 
who control the operations of modern industry obtain 
the permanent command of resources greater than they 
can themselves supply. This is the device of the joint- 
stock company, an institution the existence of which 
has necessarily been taken for granted in a good deal of 
the preceding discussion, since it, rather than the one- 
man business or the private partnership, is now the 
predominant form of industrial organization. Theo¬ 
retically the joint-stock company does not involve any 
necessary separation of the owmership of resources from 
their control; and in its earliest applications in England 
there was no such separation. The great trading 
companies of the seventeenth and eighteenth centuries 
were equal associations of merchants for meeting the 
exceptional risks and expenses involved in foreign trade 
to such distant and unfamiliar regions aa Russia or the 
East Indies or Hudson’s Bay. They were thus merely 
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extensions of the long-familiar device of the busineea 
partnership—the pooling of resources by two or more 
persons for the purpose of prosecuting ventures which 
would be beyond the means of any one of them aloue. 
But in its ephemeral extension at the time of the 
notorious South Sea Bubble (1720)—in its application to 
canal transport in the late eighteenth and to railway 
transport in the mid-nineteenth century, and in its final 
triumph over almost the whole field of industry, the 
joint-stock company came to involve an entirely new 
development. It came to involve the collection of 
savings from numerous widely scattered persons who 
were themselves uiwble or unwilling to made productive 
use of them, and their concentration in the hands of a 
relatively few active persons who were prepared to 
employ them in the conduct of industry. 

A brief description of the mechanism of the joint-stock 
company is necessary in order to make its economic 
implications plain. Company law, of course, varies in 
important details between different countries, or even 
(in the United States) between different parts of the 
same country ; but everywhere its out.standing features 
are the same. A company can be formed on the 
application to the proper Governmental authority of 
some quite small number of persons, who are thereupon 
entitled to invite the public to provide the company with 
capital by buying pieces of paper called shares or stock. 
The holder of shares becomes a part-owner of the 
properties acquired in the name of the company ; but 
he is at liberty to dispose of his holding whenever and to 
whomever he pleases, and in the event of anything going 
wrong his Lability is Lmited—that is to say, wbde be 
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stands to lose the money he has invested, he is not liable 
to be called upon up to the whole extent of his fortune 
in order to help to meet the company’s obligations. In 
both these respects his position differs radically from 
that of the partner in a private business.' The conduct 
of the business is entrusted to directors elected by the 
shareholders, the voting rights of the shareholders, both 
for the election of directors and for other purposes, being 
usually in proportion to their capital holdings, though a 
certain elasticity is allowed in this respect. Further, the 
company is allowed to raise capital from the public by 
inviting it to buy other pieces of paper called bonds or 
debentures. The holder of these bonds or debentures is 
in an entirely different legal position from the holder of 
shares. He is a creditor of the company and not a 
part-owner: he is legally entitled to the punctual 
payment of interc.st at the rate s|)ecified on his bond, 
and in some cases, though not in all, to the repayment of 
his capital at a definite date ; and in the event of these 
obligations not being met he has a right to take 
possession of certain definite pieces of property owned 

* In England, however, it la neceiaary to distinguiah between the 
public joint-atook company, which conforros to the above deacription, 
and the private joint atock company, which la not entitled to appeal 
to the public for capital, and in which the shareholder may notdiapo.se 
of hla holdings ojcopt under apecified conditiona.whioh usually involve 
the consent of the diroctora. Many large and important businesses 
have adopted this form, which combines some of the privacy of the 
partnership with the permanence and some of the elasticity of the 
public company. 

Another transitional form, long familiar in the south of Europe and 
now established in England, is the "limited partnership,” wherein 
one or more of the partners enjoys the same privilege of limited 
liability as the shareholder'of a company, on the understanding that 
be takes no part in the conduct of the businese. Here the separation 
of ownership from control is theoretically more comp'ete even than in 
the joint-stock company. 
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by the company, or to take variouB other steps to enforce 
hia claims. But so long as everything goes well, being a 
creditor and not an owner, he does not exercise ewn 
a nominal share in the government of the company. In 
return for the privileges conferred on it, the authorities 
of the company incur certain obligations, varying in 
stringency with the legislation in force, with regard to 
the preparation of a balance-sheet, the terms of their 
“ prospectus ” or invitation to the public, and other such 
matters. 

§4. Economic Features of (he Joint-Slock Company. In 
what we may regard for the present as the typical joint- 
stock company—such a concern as one of the big English 
railway companies—the system operates to produce 
an almost complete divorce between the control of the 
business and the ownership of the capital embarked in it. 
The direction of general policy is left almost completely 
in the hands of the Board of Directors, remunerated by 
fee, some of whom may only give a small portion of their 
time and attention to the affairs of the company, while 
others—in England the Chairman and one or two more 
bearing the title of Managing Director, in America the 
President—arc expected to devote to its service a large 
part or even the whole of their business energies. The 
detailed operation of the company is in the hands, under 
the directors, of a aakried general manager, beneath 
whom works a hierarchy of salaried officials. It is true 
that the shareholders have the right to attend meetings 
and to vote upon proposals put before them by the 
directors, and on occasions they may take more or less 
coherent measures to protect their own interests. In 
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some companies tjiere are one or two eccentrics who can 
be relied upon to cut up rusty at general meetings and 
complain that they have been betrayed ; in many there 
are shareholders of business experience who take a 
serious interest in the company’s affairs, and exercise 
some sort of check, even if only of a latent and negative 
kind, on the actions of the directors. But in the main 
the positive government of the company is left in the 
hands of the directors and under them of its salaried 
stafi. 

Two or three influences which help to increase the 
concentration of power in the hands of directors are 
worth particular notice. First, the prevalence of the 
joint-stock system has brought investment to a fine art: 
it is the aim of the investor to distribute his risks widely, 
so as “ not to have all his eggs in one basket." In 
consequence, not merely is every considerable company 
owned by a number of different persons, but every 
considerable investor is part-owner o^ a number of 
different companies ; and it is out of the question that 
he should give any great measure of thought and 
attention to them all. Secondly, in many businesses 
secrecy is still, or is still thought to be, an important 
factor in success ; and when the business is a company 
it becomes necessary that secrets should be kept from 
those who own them, since othenvise, by the purchase of 
a small share, a member of a rival business could easily 
gain access to them. Thirdly, if the directors are going 
to be responsible for policy, they must have the means 
to carry it out; it therefore falls largely within their 
discretion how far the profits of the company are 
distributed as dividends to shareholders, and how far 
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they are set aside in one form or another of reserve fund. 
Thus there emerges a new and very curious form of 
difierentiation, the full implications of which have not 
yet been generally grasped—the division of function 
between those who take decisions about saving and 
those who undergo the abstention from present enjoy¬ 
ment which saving involves. 

The main economic merits and defects of the joint- 
stock company as compared with the private firm are 
fairly obvious. On the one hand, by concentrating the 
savings of many in the hands of a few, it makes it easy 
to reap the advantages of large-scale organisation to 
an extent which without it would have been quite 
impossible. Further, the joint-stock company does not 
die : thus, not merely are the tiresome legal rearrange¬ 
ments involved by the death or retirement of a partner 
in a private business avoided, but there is a much better 
chance that the energy and vitahty of the whole concern 
will survive that of any individual member of it, however 
prominent. Finally, by oSering an honourable and 
successful career as a salaried official to persons without 
capital or connections of their own, the joint-stock 
company mobilises in the service of industry much 
business ability which might otherwise have remained 
undiscovered or undeveloped. 

On the other hand, there is reason to think that 
a company, especially as it advances in age, tends to 
become less elastic, less adaptable, less strenuous than 
a private business. It is apt to sufier in an acute form 
from the defect of all large organizations, that many 
things have to be done in accordance with a stereotyped 
routine which might bo better done if they could be left 
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to the unfettered decision of the moment. That the 
system should be workable at all is evidence of a very 
great advance in the standards of business integrity j 
the deliberate deception and plunder of shareholders has 
become rare, and, whatever may be said of some of the 
more ornamental members of Boards of Directors, the 
whole-time officials of a typical company do appear on 
the whole to administer its affairs with about as much 
thought and zeal as though they were the sole owners of 
the concern. But the very fact that they are in the 
position of trustees for others, and take that position 
seriously, has its disadvantages. A trustee is bound to 
abstain from taking risks with other people’s money 
which he would take with his own, and there is a danger 
therefore of the policy of a company becoming less 
enterprising and more sUgnant than that of a private 
business with regard to such matters as the adoption of 
new technical methods and the organization of new 
markets. And there is said also to be a contrary danger 
that a large company will pursue in some directions too 
ambitious a policy, for that out of vanity or desire for 
promotion its officials will press for the integration of 
subsidiary processes which would better bo left in the 
hands of separate firms. 

§5. The Machinery of Inveslmnl.—Slock Exchangee. 
The growth of the joint-stock company of the type 
described above, while it has led to a further concentra¬ 
tion of industrial power in the hands of a relatively few 
individuals, has led at the same time to a great diffusion 
and democratization of the rights and risks of ownership. 
The proportion of the population of a modern country 
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which can be called in any serious sense capitalists is 
still small: but it is larger than it would be il everybody 
aspiring to become a capitalist had to set up in businees 
for himself. The machinery of joint-stock does at least 
provide an avenue by which the saver of a few pounds 
can, if he chooses, acquire rights of ownership over the 
most complicated and expensive instruments of produc¬ 
tion. And this avenue is made broader by the existence 
of three devices which can conveniently be considered 
together—the limitation of liability, the grading of 
industrial securities, and the emergence of organized 
markets on which these securities can be bought and 
sold. 

The man who ventures his capital in business for 
himself is obliged to assume four separate risks—tlie 
risk of losing it altogether, the risk that the income it 
yields him will be a fluctuating one, the risk that 
he will not be able to lay hands on it if at any 
moment he wants to use it in some other way, and 
finally the risk tliat if anything goes wrong he may be 
called upon to throw good money after bad. Under the 
joint-stock system this last risk is entirely eliminated by 
the principle of limited liability ; as has already been 
stated, the shareholder who has paid for his share has no 
further liability for the debts of the company.* The two 
first risks can be whittled away to almost any extent that 
the investor chooses. We have already noticed the 

> Some shares are " not fully paid up," i.e. the nriBiii*! bolder bus 
only boon oaUmI on to psy s sum less th*n Ibsir full prict*. snd he or 
miy subsoquont boldsr ii therefor© liable to puy up the diflerenc© if 
rsquired ; but this liftbility is quit© definit© and limited in amount. 
Tbs legislation of 18&&-64, ©sUbliihing th© principle of limited 
li.ibilily, tho prelude to an immense eiivinsicii of joint slixk 
enterprise m Ureat BriUin. 
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difiereuce between the position of the debenture holder, 
who has legal security for the payment of a fixed rate of 
interest and for the ultimate safety of his capital, and 
that of the shareholder who has not. But the shares of 
a company themselves are usually graded, the broad 
distinction being between “preference” shares, which 
carry a right, if the magnitude of the profits permits, to 
bo accorded a certain fixed rate of dividend before the 
other shares get anything at all, and the other or 
“ ordinary ” shares, which take what is left after all 
expenses have been met, debenture interest and prefer¬ 
ence dividends paid, and the advice of directors with 
regard to the accumulation of reserves adopted. Thus 
the investor is enabled within limits to shoulder as much 
or as little of the uncertainty of business as he chooses ; 
within limits, because it would be a perilous mistake to 
assume that all debentures are absolutely safe invest¬ 
ments, and because the important risks of loss arising 
out of changes in the purchasing power of money rest 
most heavily on those who have contracted to receive a 
fi.xed money interest. 

The third risk—the risk of being unable to disentangle 
one’s capital from the meshes of industry if one requires 
it suddenly to finance an operation for appendicitis or 
some other exceptional item of expenditure—is obviated 
by the existence of an organized stock exchange, where 
the securities of all the leading companies can be freely 
d-ialt in. The specialized dealer in stocks* does not 
perform such direct and obvious services in the cause of 

' In England we bare to distingniah farther between the “ broker,”- 
a ho deal* on behalf of the outside public, and the “dealer” or 
“ jobber,” who deals only on his own account. 
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piodaotioQ AB the specialized dealer in produce (p. 47). 
There is no queetion here, as with wheat or cotton, ol 
inducing economy in the consumption of some com¬ 
modity of which the world will presently find itself short: 
if the shares of a company never changed hands for 
twenty years, nobody would be tempted to eat them 
or make them into clothes. Nor is there any queetion 
of enabling manufacturers to get rid of their risks by 
dealing in the speculative market. Nevertheless the 
professional dealings in shares do smooth the path of 
industry in certain definite ways. First, bke the dealings 
in produce, they give some indication of the lines which 
production ought to follow. If there is a boom in 
oil shares, there is a presumption that society needs 
more oil-wells sunk, and that there is a living to be made 
by anyone who will sink them : though of course this 
presumption is often not so well founded as it appears to 
be, owing to the wild and irresponsible nature of much 
of the deabng in this class of share. 

Secondly, which is the point tliat concerns us more 
immediately, the machinery of the stock exchange 
affords the investor a reasonable expectation of being 
able to get rid of his securities quickly and without heavy 
loss if he wants to, and thereby encourages many people 
to invest who would otherwise be unwilling to do so. 
And by affording similar facilities to the banks, the 
stock exchange indirectly benefits industry; for if they 
are to perform their services to industry eflSciently, the 
banks must keep part of their resources in an easily 
realizable form; and the purchase of easily saleable 
securities, and still more the loan of resources for very 
short periods of time to speciahzed dealers who use them 
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in the purchase of easily saleable securities, serves this 
purpose well. 

Finally, the stock exchange helps to remove from the 
genuine investor some of the risks of loss and of wildly 
fluctuating returns. A new industrial stock is probably 
bought and sold chiefly by the professional dealers ; but 
after they have tossed and bandied it about among 
themselves for a time, the general public comes in : and 
it is.only because the professional dealers have subjected 
the stock to this shaking and sifting process, and have 
arrived at some provisional conclusion about its earning 
power, that the general public feels justified in coming 
in. Thus the dealers share with the financial houses and 
underwriters the function of the initial provision of 
capital for industry, and at the same time their opera¬ 
tions give the public confidence in assuming responsi- 
bihty for the permanent provision of capital. 

Thus, by one device and another, the service of 
providing capital is partially divorced from the service 
of bearing the uncertainties of business; and this 
partial divorce is a great feather in the cap of the 
principle of differentiation, for it tempts into the service 
of industry a far greater volume of resources than would 
ever find their way thither if every investor had to take 
unlimited risks. 
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FINANCE AND INDUSTRY 

“ And that’a tlie way ” (he gave a wink) 

“ By which I get my wealth." 

Through the. Looking-glatt, 

§ 1. The Specialization of IndivilTtal Initiative. The 
prevalence of the joint-stock coinjwiny lejids to the 
emergence of yet one more class of specialist which merits 
our attention. Just as we have distinguished between 
the initial and the permanent provision of capital for a 
business, so we may distinguish between the initial 
display of energy and resource and organizing power 
necessary to set a business on its legs and the detailed, 
control of its policy and management in the years that 
follow. In the days of the one-man business or the 
private partnership these functions were combined in 
the hands of the “ captain of industry ” ; but in the 
joint-stock era the first is frequently specialized off into 
the hands of the individual known as the company 
promoter. The gifts needed for managing successfully 
a going concern are not precisely the same as those 
needed for descrying the directions in which new applica¬ 
tions or new combinations of capital, labour and enter¬ 
prise are required, for overcoming preliminary difficulties 
and for turning a project into an accomplished fact: 
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and it is in these gifts of “ push and go ” that the success¬ 
ful company promoter excels. It is his profession to 
detect new wants or new opportunities of satisfying old 
ones, and to lend a receptive but critical ear to the 
hawkers of new inventions: and having made up his 
mind to jump, to secure financial support for his venture 
immediately from the underwriters and ultimately from 
the general pubUo, and to effect the combination of 
productive resources necessary for the success of his 
task. Sometimes his scheme involves not the foundation 
of a brand-new business, but an amalgamation of 
already existing businesses in the same trade, or a 
» working alliance between businesses in different trades ; 
and in that event much of his time and skill will be 
spent in the galvanization of sleepy or recalcitrant firms, 
the composition of mutual jealousies and the valuation 
of existing properties. 

The term company promoter, Uke speculative dealer, 
has an ill sound ; and there have been many foolish and 
fraudulent promotions, the memory of which dies, and 
should die, hard. But to anyone who has grasped the 
central problem of modem industry—the right distribu¬ 
tion of resources between the different occupations 
clamouring for their use—it will be evident that the 
Company promoter is seated very near the heart of 
things. The “ invisible hand ” which is supposed to 
guide the productive forces of society into those channels 
where they will contribute most effectively to the satis¬ 
faction of wants may almost be said to receive in him 
a visible embodiment. > ” There are few who do' more to 
increase the efficiency of labour in creating material 
wealth than the able and upright company promoter: 
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he foieoasts oomiog developments, and he aids the pnblio 
to invest their resources in those fields of industry which 
will yield the hest harvest in coming years.’* * 

The company promoter as described above works 
mainly with resources entrusted to him by other people, 
and not with his own; and while he may receive his 
pajnnent largely in the form of shares in the company 
which he brings to birth, he does not aim at acquiring 
a permanent share in its control. Such a relatively dull 
life makes no appeal to him ; and once his baby is out of 
its swaddling clothes, he is off to seek new worlds to 
conquer. But that is not the way things always happen. 
If the promoter is not dependent on the underwriters, 
but is working with his own resources, ho becomes a 
person to whom the often vaguely used term “ financier ” 
can be properly applied, and his connection with the 
companies which he originates is likely to be more 
intimate and enduring. And this brings us to the 
threshold of a new and complicated subject—the re¬ 
integration which occurs, perhaps to an increasing 
extent, in the modem world, between the powers of 
industry proper and the powers of finance. 

§ 2. The Oligarchic Joint-Stock Com-pany. The upright 
and energetic conduct by its directors of the affairs even 
of such a joint-stock company as that described in the 
last chapter is not quite such a miracle of disinterested¬ 
ness as might at first appear: for the directors are 
probably not merely paid officials, but themselves 
substantial shareholders. And in many cases while a 
company differs in legal form from a private business 

> &(Ar«baU, Indmhy and Trad*, p. 831. 
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working with a certain amount of borrowed capital, it 
differs in little else. Sometimes quite a small private 
firm has turned itself into a company to obtain the 
advantages of immortality and limited liability, the 
previous proprietors becoming directors and the actual 
conduct of the business remaining practically unchanged. 
Sometimes a private firm has reached a stage of growth 
at which it can usefully employ a great deal of outside 
capital, which it obtains by becoming a company and 
issuing to the public debentures or preference shares: 
while the original owners retain the majority of the 
ordinary shares in their own hands, thereby reserving to 
themselves the main prospects of exceptional gains and 
the greater part of the voting rights. This is the method 
pursued, for instance, in such large English businesses as 
Lever Brothers and Selfridge’s. 

Sometimes, again, a group of men already rich has 
bought up in the open market enough shares of an 
abeady existing company to secure a predominant 
interest in its success and an unquestioned control of its 
management. Sometimes the promoter or promoters 
of a new enterprise have themselves acquired a block of 
shares so large as to give them, if they choose to exercise 
it, a controlling voice in its affairs. This method is open 
to grave abuse; for if they have not bought the shares 
for cash, but have received them in payment for their 
services, the shares may be what is called “ water,” 
representing no real physical property at all. In such 
a case the initial organizers of a business have become 
its owners by the simple process of furnishing themselves 
with paper claims on its hypothetical future earning 
power. 
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ThuB we can distinguish three stages in the evolution 
of the joint-stock company. In the first it is an assembly 
of more or less equal partners trading upon a joint stock : 
it is both owned and managed democratically. In the 
second stage it is managed by paid officials on behalf of 
scattered and independent shareholders: it is owned 
democratically and managed oligarchioally. In the 
third stage the shares are largely in the hsmds of an 
inner ring who control the management and policy : the 
company is both owned and managed oligarchioally. 
And in so far as any existing company approximates to 
this type, it becomes perilous and misleading to draw 
inferences about the disinterestedness of human nature 
from the fact that it is managed with energy and 
initiative : for those who control it are playing for the 
most part with their own ■cards and for their own hand. 

§ 3. The Financial Machinery of Cov\hination. But it 
is not merely the ownership of a single company which 
can thus be concentrated in the hands of a small group. 
The joint-stock system is fertile also in resources for 
securing a more or less complete identity of the owner¬ 
ship and control of what nominally and in the eyes of 
the law are separate companies. The tendency towards 
combination, discussed in Chapter III, § 4, does not 
always operate through the complete fusion of several 
independent enterprises into one great concern. Apart 
from those associations for purposes of sale only, which 
have been already discussed (Chapter IV, §4), it operates 
also through a surprising variety of expedients for secur¬ 
ing a community of interests and policy between them. 

In America, the classic home of great combinations 
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of capital, we can dietinguish three main devices for 
effecting this object—three main outfits, as it were, of 
financial fancy dress besides the simple costume of the 
single giant company. The first is the “ Trust,” properly 
so called. Under this form, which is now obsolete, the 
shareholders of the separate companies made over all 
their stock to a number of trustees, who received power 
of attorney to deal with it as they thought fit, and who 
issued instead of it trust certificates, carrying a claim to 
the payment of dividends, to the original shareholders. 
Thus both the nominal ownership and the effective 
control of the separate companies passed into the hands 
of the small group of powerful trustees. This was the 
form adopted by the great combines in the oil and sugar 
and whisky trades when they first appeared in the early 
’eighties. 

The second form is the “ holding company ”—an 
arrangement under which the whole or a majority of the 
stock of the existing companies is taken .over by and 
held in the name of a new separate company, which 
may or may not also directly acquire properties of its 
own, and whose shares are distributed among the 
shareholders of the original companies. This was the 
form adopted by the Standard Oil Combine for twelve 
years of its eventful life: b\it its most prominent 
instance is the great United States Steel Corporation, 
founded in 1901 to acquire practically the whole stock 
of eleven powerful companies, themselves in many cases 
the result of previous amalgamation, as well as a 
substantial interest in other companies, and a number 
of iron mines and other properties of its own. 

The third form is a more elastic one, and may be 
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deflcribed rather vaguely aa management by community 
of interests. The companies remain completely separate, 
but a small group, by the practice of “ interlocking 
directorates” (the acquisition of seats for the same 
persons on the various boards of directors), by the 
ownership of a majority of stock in every company, or 
by both methods, retains effective control of all of them, 
and works them in harmony. It was in this disguise 
that the Standard Oil Combine took refuge after the 
Trust proper was declared illegal in 1892, and again 
after the holding company was dissolved in 1911 : in 
the latter case thirty-eight separate companies were 
formed, which were forbidden to have common oflBcers 
or directors, but which seem, nevertheless, to be largely 
owned and inspired by the same people. 

In England the Trust proper and the holding company 
proper have not made their appearance. The giant 
fusion and the management by community of interests 
are by no means unknown, and they are sometimes 
found together, as in the sewing cotton and cement 
trades, in each of which there are two powerful firms, 
which between them control most of the trade, and 
which work in close co-operation. Hut the commonest 
process in England has been the buying up of a number 
of small companies by a large one, or the union of two 
or more companies of nearly equal strength : in either 
case the shareholders of the weaker companies receive 
stock of the dominant company in exchange for their 
shares, which pass into the possession of the dominant 
company. Such a combine differs from the pure 
American holding company in that the company which 
becomes dominant is not created for the purpose, like 
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the Steel Corporation, but is already the strongest 
producing unit, though of course its own plant naay be 
small as compared with the aggregate of those of which it 
acquires indirect control. This is the method by which 
combination has proceeded in the iron and steel in¬ 
dustry, in the soap and allied trades, and among the 
great retail shops of London. 

The differences in the forms adopted by combination 
have often been dictated merely by a desire to evade the 
attentions of the law; but they do also involve genuine 
if limited diSerences in economic method. Under 
a holding company, for instance, whether of the English 
or American type, there is likely to be a greater decentral¬ 
ization of industrial power than under a system of 
complete fusion: the directors and managers of the 
several companies are likely to be allowed rather 
greater freedom and initiative than the branch managers 
of a single huge business. Moreover, it does not neces¬ 
sarily follow that in every case in which ^combination 
dominates a trade, a few individuals completely 
dominate the combination: the shares of some of the 
big combines are very widely held, and their management 
no more, if no less, autocratic than that of an ordinary 
joint-stock company. But on the whole it is true that 
the great combinations, whatever their legal form, have 
owed their origin to small groups of exceptional men 
who have derived from them riches as well as power: 
and that the new ramifications of the joint-stock sptem 
have tended to concentrate the government of industry 
into the hands of men who have the most direct financial 
inducements to conduct it with energy and determina¬ 
tion. 
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§ 4. The Financial Penetration of Industry. But the 
process of reintegration of control with capital ownership 
has not stopped here. In Germany and America, at any 
rate, the banks and the financial houses have not been 
content with what we may call their English functions 
of providing current credit to going concerns and setting 
new ventures on their legs. The powerful groups 
controlling them have used their resources to acquire 
permanent ownership over a large field of industry, and, 
as has been already pointed out, such permanent rights 
of ownership almost inevitably involve a certain measure 
of permanent control. In America this process has been 
somewhat spasmodic and spectacular, manifesting itself 
through the operations of the ordinary banks, of the great 
financial houses like J. P. Morgan, and of the various 
kinds of trust and insurance and investment company 
which in one way and another collect the savings of the 
public and invest them in industrial enterprise. A few 
years ago it appeared that very large tracts of transport, 
mining and industrial enterprise were passing rapidly 
under the control of a few groups of financiers; and 
though this development seems to have been temporarily 
checked by the drastic reform of the banking system 
and by stringent legislation against “ interlocking 
directorates,” it is impossible to feel certain that it has 
been permanently anested. 

In Germany the integration between finance and 
industry has been more systematic and thorough, the 
five great groups of banks having deliberately devoted 
the main part of their resources to the development and 
penetration of German industry. “ Berhn high finance,” 
wrote a German authority in 1900, “ unquestionably 
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dominates the most representative and the largest 
buHinesses in every branch of production ” ' : according 
to this writer one or other of seven banks held a seat 
on the Hoards of Control of three hundred and fifty large 
industrial companies In 1‘lngland, iw already explained, 
the banking svstem has lieen too iiiueli preoccupied with 
other inatter.H to attempt seriously to .shoulder the risks 
and responsibilitie.s of industry A special financial 
institution, the [British Trade Corporation, founded after 
the war with this objt>et among otliers m view, does not 
appear to ha\e attained it though private groups of 
financiers haw made irruptions, not alwavs with the 
happiest results, into evim such conservativi' strongholds 
as the cotton trade of Lincashire 

When industry and finance become interwoven, it is 
not alwavs easy to be certain which dominates which. 
Sometimes the industrialist seems to be in control: thus 
the Standard Oil (kmibine m America and the two giant 
elt'ctncil conijianics in (ierniany have owned their own 
banks ^ Hut as a rule the last word seems to be with 
the financier, and his growing jiower over industry 
raises ddliciilt issues, ftsevil side is sulliciently obvious. 
No man c.in master all trades even Mr Pierjiont 
Morgan faded as a shipowner, and Mr Sollv Joel is not 
hkelv to fi'cl so much at home in a cotton f.ictory a.s on 
a race-course. The skill and exjierience of t he specialized 
luismess leader who-'C whole hfi' h.is been (h'voted to the 
study of the jiroblcins of a ji.irticul.ir tr.ide is not an 

' Miir'ilmll, InJu.iln/ and Tradi, [' 34,t 

' Thiiti nlni in (li’rmftiiy ami rKowliorc ({roups of small agnciiltur- 
ahats ami imlust ri.ilists ha\i' timtc<l to proMdo thcnisclvcfl with their 
own !> i!\k nw f 1, I! It ii ■<. 1*11(1 wt' Lfi't I hi' (.11 iijk'rat o (' cri (lit sixact lea 
aisiiciatol with tlie miiuej of Kiiilfeiaeii aiiU Schulio- Uolitzsob. 
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as8€t to be lightly thrown asule and there is danger 
lest the permanent interests of a whole industry, 
involving the livelihood of millions, should be subordi¬ 
nated to the temjiorary enrichment of an alien group to 
whom it IS only one of many irons in a large and some¬ 
what uproarious lirt' 

On the other hand, the linancier is m inaiiv wavs Iw'tU'r 
situated than the speci.ihzed iiulustri.dist for taking a 
wide and detached \u‘w. If he is Icks well (jualified to 
handle the socundarv problenu' of industrial government 
— the actual conduct of the smeral hr.uiches of industry 
—he is m a position such a- no man has vet been for 
grapjihng intelligentIv with its primary problem, so long 
left to the jirccarioiis and intermittent pressure of the 
“ invisiide hand" the problem of the right direetioii 
of the flow of ])rodue,ti\e resources into tlie se\eral 
cliaiineLs demandmg their use lake the humhler and 
blinder busines.s in.m who ])lough.-' a single furrow, " it 
is Ills own ad\aut,ige indeed and not that of the society 
which he has in view," and the eomhinatmn of special 
knowledge and great we.ilth lead to a formidahle 
coiieentration of power in his hands whieli inav be used 
uiisciupulouslv and is certain to be u-fd for Ins fiirtln'r 
advancement Ibit he has ,it. le.i^t tlm eh.uiee of thinkmg 
magnificentlv , and it seems prcdiable that on the whole 
societv mav be at le,i--t ,is much eiinehed bv his efTective 
foresight trs il is impoverished by his ra()ae,ity. 



